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Financial Highlights 


millions, except per share data 

1997 

1996 

1995 

Revenues 

$41,296 

$38,064 

$34,835 

Income from continuing 
operations 

1,188 

1,271 

1,025 

Net income 

1,188 

1,271 

1,801 

Per common share 

Income from continuing 
operations 

2.99 

3.12 

2.53 

Net income 

2.99 

3.12 

4.50 

Total assets 

38,700 

36,167 

33,130 

Debt 

20,840 

18,440 

17,123 

Shareholders’ equity 

5,862 

4,945 

4,385 


Results in 1997 were affected by a 
noncomparable items: 

number of significant 


Earnings excluding 
noncomparable items 

1,303 



Per share 

3.27 







Income from Continuing 
Operations 1993-1997 

Per Common Share 
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Total Return to Shareholders 
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What ItTakesToWin 

About the cover 

Sears key customer is the middle-income woman - and her family The 
company serves more than 60 million customer households nationwide, 
providing a wide range of apparel, home and automotive products and 
related services. Sears connects with American consumers through full-line 
and specialty stores, home services, direct response marketing and credit 
services. This unique combination of elements enables Sears to win in the 
marketplace by maintaining a relationship with customers through all the 
stages of their lives. 
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Chairman’s Letter 

Strategic overview of Sears perfor¬ 
mance in 1997, key internal and 
external factors that impacted the 
company’s performance, outlook 
for the company, and overview of 
the strategy Sears is following to 
continue its transformation and 
win in the marketplace. 



3 What It Takes To Win 

Key elements that help build a winning culture at Sears. 


THE FIVE FOLLOWING ARTICLES DESCRIBE SEARS 
UNIQUE STRENGTHS AND STRATEGY TO WIN: 

6 Strong, Enduring Customer Relationships 

Breadth and depth of customer relationships make 
Sears different from other retailers; customers are buying 
Sears products, charging them on Sears Card, and having 
them installed and serviced by Sears. 


9 Expanding Network of Stores and Home Services 

hull-line and expanded specialty stores in locations to 
best serve customers, growth of freestanding stores, 
and opportunity for Sears hlome Services. 


14 


17 



Marketing and 
Merchandising Expertise 

Maximizing existing customer 
base through cross-shopping, 
more selling space, local market 
focus; attracting new customers 
through improved advertising, 
event and ethnic marketing. 


Broad Range of Proprietary 
and National Brands 

Variety of contemporary, 
quality products/brands; strong 
image of Sears hardgoods; increasing focus on softgoods 
such as apparel, fine jewelry and cosmetics; more 
private brands and new product innovations. 


19 Leadership in Community Affairs 

Active support of family enrichment, women and 
cultural diversity. 
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To Our Shareholders 


Chairmans Letter 



F or Sears, 1997 was a year of both 
accomplishments and challenges. We 
continued to put the customer front 
and center in everything we do and 
continued to transform Sears to serve her better. 
However, our financial performance did not 
meet our earnings growth goal, and shareholder 
value did not increase. 

On the positive side, most of our businesses 
performed well, l ull line stores posted strong 
results, and home stores improved their perfor¬ 
mance significantly. Our home services and 
direct response businesses both increased their 
profitability at double-digit rates, setting the 
stage for sustained growth. Automotive was an 
exception, having a difficult year exacerbated by 
disruptions caused by the conversion to new 
formats. Internationally, we benefited from the 
dramatic turnaround by Sears (fanada. 

We also continued our efforts to make Sears 
a compelling place to shop, work and invest. 
Over the past two years, our customer satisfac¬ 
tion scores rose two percentage points, placing us 
at parity with out target competition. Associate 


satisfaction scores also increased during that period, 
indicating that there is alignment inside the 
organization with our strategy and direction. 
Adjusting for the effects of spinoffs, the market 
value of our company increased by nearly 
$15 billion from 1992 through the end of 1997. 

Positive results affected by credit challenges 

One of the most significant challenges we faced 
in 199“ was in our credit card business, where 
uncollectible expense doubled, 
reflecting an increase in account 
delinquencies, bankruptcies 
and charge-offs within our 
credit card portfolio. While we 
anticipate that credit will be 
similarly challenged in 1998, 
we are taking the necessary 
steps to put our credit business 
back in order. 

We also learned last spring 
that a certain number of Sears 
Card reaffirmation agreements, 
made with bankrupt customers, 


had not been filed properly with bankruptcy- 
courts. I he company returned to customers 
the funds paid to us based on unfiled agree¬ 
ments. plus interest. Additional y. we agreed 
to settle related lawsuits brought against Sears. 
These actions resulted in a $320 million 
after-tax charge against 1997 earnings, Ibis 
charge, when aggregated with other noncom¬ 
parable items, reduced our 199" net income 
by $115 million to $1.19 billion, a 6.6 percent 
decrease from 1996, 

Aggressively implementing our plan 

We remain committed to our strategy of growing 
the company and creating value by leveraging 
Seats unique strengths our reputation for 
trust, integrity and fair value, as well as our 
excellent store locations, broad ui ay of private 
and national brands, and proprietary credit 
card. What is our 1998 agenda? In many ways 
it is quite simple: 

• Reverse the trend in our credit business 
through initiatives that include improving our 
collection efforts and introducing tighter under 
writing standards. 

• build upon the strong success id our 
lull-line stores by continuing to convert non¬ 
selling space into productive selling space, 
building underdeveloped merchandise cate¬ 
gories, investing in private brands, expanding 
into both urban and smaller markets, and 
leveraging expenses through cost control and 
productivitv improvements. 

• Drive the growth of 
our home services business 
through technological inno¬ 
vations such as hand-held 
terminals and computer- 
aided routing devices, 
increased marketing of the 
Sears Home-Central brand, 
and acquisition of additional 
home improvement capabil¬ 
ities; and of our direct 
response business through 
improved utilization ol our 
extensive customer database. 


We remain committed to 
our strategy of growing 
the company and creating 
value by leveraging 
Sears unique strengths — 
our reputation for trust, 
integrity and fair value, 
as well as our excellent 
store locations, broad 
array of private and 
national brands, and 
proprietary credit card. 
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• Focus capital allocation on those businesses 
that are strategically relevant to Sears and that 
create measurable shareholder value. 

Positioned to win in the marketplace 

Over the past five years. Sears has been very suc¬ 
cessful in transforming itself into an exciting, 
focused and growing retail company. Our suc¬ 
cess is being imitated, which is a compliment 
and a confirmation that we are doing the right 
things, but, in this highly competitive industry, 
there is a basic fact of life: other retailers are not 
standing still watching Sears take marketshare. 

T hat is why we are committed to 
pursuing new opportunities for 
improvement and staying one step 
ahead of the competition. We will 
continually upgrade our stores to meet the 
changing needs of our customers. We will be 
an innovator, constantly looking for new ideas. 
We will learn from what we do and apply this 
knowledge to make the business better, stronger 
and more valuable. 

In the pages that follow, you will read more 
about our business, what it takes to win in the 
marketplace and how Sears is uniquely posi¬ 
tioned to succeed. 

Confidence in the future 

Clearly, we will overcome the challenges that 
arose in 199 ~ Most important, we will remain 
focused on the long term - withstanding the 
occasional bumps in the road - and will take 
those actions that will pay back significant 
returns in the future. 

We are confident and optimistic about Scars 
future. We have opportunities to grow our 
business, and we intend to take advantage of 
them. We have a sound and coherent strategy, 
the right products in the right markets, and the 
determination and energy to make Sears the 
clear leader in retailing and among the top con¬ 
sumer companies. 



Chairman and Chief Executive Officer 
March 12, 1998 


What It Takes To Win 


Build a winning culture 

Developing a winning culture requires continuous reinvention and passion for performance. 
Not only must Sears stay relevant as a retailer - changing with the needs of our customers - 
but we must also stay relevant to our associates. I believe ownership is the key. We are 
building a sense of ownership within the organization by teaching associates how their 
individual contributions affect overall performance.Through Sears University courses, 
on-the-job training and economic literacy programs, associates become change agents 
empowered to make the transformations necessary for Sears to remain competitive. 

Relate pay practices to business strategy 

Sears associates understand that a piece of their compensation is tied to their perfor¬ 
mance. While this involves a degree of risk for associates, it also offers greater potential 
to impact the business and share in Sears success. We have goalsharing programs in place 
as well as performance bonuses and local and national award programs designed to 
motivate associates and reward them when they succeed. We have extended stock 
option grants to 19,000 salaried managers and introduced a discount stock purchase 
program for all full-time and part-time regular associates. We believe that associates 
who are owners of the company will act like owners. 

Meet changing customer needs 

In order to win in the marketplace, Sears must be focused on the customer. We want 
to be her source for solutions whether she needs apparel, tools, product repair or 
automotive parts. We also want to make it easier for her to do business with us. As a 
result, we're building stores closer to where she lives, improving customer service at our 
automotive centers, and promoting a single toll-free number to coordinate any product 
or home improvement repair she needs. 

Admit mistakes and handle them quickly 

In April 1997, it was revealed that Sears was inappropriately collecting on bankruptcy 
reaffirmation agreements. This discovery was disturbing and frustrating given the great 
progress that this company has made during the last five years. Sears immediately 
acknowledged it had exercised flawed legal judgment, and began working to reach an 
agreement that would demonstrate Sears commitment to doing the right thing for our 
customers and the public. We not only agreed to rectify all improper reaffirmations, 
but also made extraordinary efforts to identify affected customers. Sears 111 -year-old 
reputation is built on trust and integrity. We will not sacrifice our reputation with the 
customer in order to enhance profitability. 

(CONTINUED ON NEXT PAGE) 
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What It Takes To Win 


(CONTINUED) 


Emphasize ethics 

Sears is committed to doing the right thing 
for the right reasons. In 1997, we were faced 
with issues that uncovered our need to 
reaffirm that commitment as an organization. 
We mailed Sears Freedoms & Obligations 
brochures to our salaried managers, requiring 
them to read Sears code of business conduct 
and our leadership principles, and sign an 
agreement to abide by them. We also estab¬ 
lished a chief compliance officer who has 
authority to examine every part of our 
company. I am proud of how this organization 
responded to the challenges we faced in 1997: 
acknowledging the issues and taking immediate 
action to correct them, learn from them and 
move on. 

Make tough decisions 

Any decision that has an impact on those who 
helped build the foundation of Sears success 
must be made thoughtfully and carefully. 

After reviewing our benefits expenses for 
more than a year, Sears announced in third- 
quarter 1997 that it would reduce the retiree 
life insurance benefit to $5,000 over ten 
years for those who retired after 1977. and 
eliminate it for current associates.This was 
a difficult decision for the company to make 
but necessary in order to bring our postretire¬ 
ment benefit costs more in line with our com¬ 
petitors'. Every effort was made to balance the 
needs of our retirees with the interests of our 
shareholders, customers and current associates. 

Encourage diversity 

Personal responsibility for diversity is part 
of every associate's accountability, and that 
means listening to coworkers, customers, 
suppliers - to all those people who have 
contributions to make that are sometimes 
different. We offer diversity education for 
associates because, by understanding minority 
communities and ethnic centers of population, 
we can better serve customers’ needs. 



Courses offered through Sears University help 
associates make the company a compelling place 
to work, shop and invest. 


Foster climate of innovation 

It is vitally important that we remain innova¬ 
tive, and find new ways to create value. The 
best companies are those that are constantly 
innovating, trying to find new ways to extend 
their franchise and reach customers in new 
ways. We will continue to explore acquisi¬ 
tions, joint ventures, strategic alliances, 
electronic commerce and new formats. 

We want to manage for the long term 
without losing sight of the short run. while 
maintaining the strong credit rating we have 
earned. We will invest and grow where we 
already have customer relationships, where 
we have unique assets such as brands or 
formats, and where we have significant 
opportunity to expand credit and service. 


Contribute to the community 

Our stores throughout the country are Sears 
most visible presence in the community. They 
serve customers, provide jobs and help create 
value for our shareholders. But we have 
another side, perhaps not so visible. It is based 
on our long-held belief - an article of faith, 
really - that we must contribute to improving 
the quality of life for those we are privileged 
to serve. This is why our people - 300.000 
associates strong - reach beyond the walls of 
our stores by contributing time and money to 
strengthening the communities in which Sears 
operates. Their commitment is reflected in 
the on-going financial support Sears provides 
to thousands of non-profit organizations 
nationwide and the volunteer hours given 
generously by associates and retirees to com¬ 
munity service projects. By helping make our 
communities better places in which to live and 
work, we invest in a better future for all of us. 

Measure success In terms of associates, 
customers and shareholders 

Sears tracks its success by measuring associ¬ 
ate attitudes towards their jobs and the 
company, customer satisfaction, and financial 
performance through an ongoing process of 
data collection, analysis, modeling and experi¬ 
mentation. We currently have an all-time high 
position in terms of associate and customer 
satisfaction, the leading performance indica¬ 
tors that drive financial results. 

The ultimate measure of success, however, 
is shareholder value. It measures how every¬ 
thing we do impacts investors' perceptions 
of the company - how the many parts of 
Sears influence the whole. In addition, we 
believe the significance of shareholder value 
transcends financial formulas. It promotes 
teamwork within the organization, encourages 
focus on serving customers, and ultimately 
rewards shareholders. In other words, a com¬ 
pelling place to work times a compelling place 
to shop equals a compelling place to invest. 
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IN A SPORT THAT DEMANDS NERVES BE MADE OF STEEL, 
YOU CAN IMAGINE HOW TOUGH THE TOOLS HAVE TO BE. 



It’s pounding. Wrenching. Cranking metal against metal at 800’. 


Nothing's a more grueling test of a tool than professional racing. 


That's why professional racing mechanics depend on Craftsman tools. 


Over 2.200 hand tools. Made in America. Guaranteed forever. They are 


the only tools tough enough to be the official tools of NASCAR. CART. 


NHRA and the NASCAR Craftsman Truck Series. And of course, they are 


the same tools you use to get your job done. To learn more about 


Craftsman tools, or to order our products online, visit our website at 


www.sears.com/craftsman. 


www sears.com/craltsman 




©1997 Sears, Roebuck^and Co. 





Strong, Enduring Custome r Relationships 


*> 



Sears is "a member of the family” in more 
than 60 million households. Our key cus¬ 
tomer is the primary purchase decision¬ 
maker of the family: typically a woman, 
aged 25 to 54, with children and a home. 
Importantly, she considers Sears more than 
just a retail store or home services provider. 
Today, we build Sears relationship with 
the customer across all her experiences 
with the company. 











T he depth and breadth of our relation¬ 
ship with the customer differentiates us 
from any other retailer. She buys our 
products, pays for them with a Sears 
Card and has appliance, automotive and home 
improvement products installed and serviced by 
Sears technicians. Furthermore, she can be assured of 
the quality, value and reliability of the brands we 
offer and services we provide, given our long-stand¬ 
ing policy of “Satisfaction Guaranteed or Your 
Money Back.” 

We consider this strong and enduring relation¬ 
ship with our customers to be the foundation and 
future of Sears success and growth. Our strategy is to 
find ways to constantly improve on this relationship, 
ensure continuing loyalty, maximize the business we 
have with our existing customers and encourage new 
customers to join the Sears family. How are we 
implementing this strategy? 




Relationship marketing enhanced via database 

The relationship with our customers begins when 
they shop at a Sears store or order a service. 

Information is collected at the point of sale and 
entered into Sears customer relationship marketing 
database. Regarded as one of the retailing industry’s 
most sophisticated customer databases, it has capaci¬ 
ty to log purchase information for nearly 100 million 
households. By combining knowledge about cus¬ 
tomers’ life stage and buying history, we can provide 
merchandise offers that are specific to each unique 
customer segment. 

In addition to enabling us to serve customers better, the database enables 
us to measure the Financial impact when the customer, targeted by a mar¬ 
keting campaign, responds by shopping at Sears. When a customer uses our 
credit card, for example, we know whether the product purchased was a car 
battery, a woman's suit or 
an exercise bike. 

Sales information is 
especially beneficial to the 
company’s direct response 
business, which distributed 
more than ISO million 
copies of 17 specialty cata¬ 
logs in 1997. By utilizing 
the data, specialty catalogs 
are targeted to specific 
market niches. They become 
relationship marketing 
tools that bring the conve¬ 
nience of home shopping 
to customers most likely to 
be interested in particular 
product lines. 


Providing Multiple Ways to Add Value 


Credit 


HomeCentral 


Delivery 


Installation 


Service 


Private 


Brands 


Merchandise 


Loyalty programs build lifetime customer relationships 

Another way Sears helps build lifetime customer relationships is through 
loyalty programs. These programs are designed to connect with customers 
throughout the major stages in their lives, as their buying preferences evolve. 

Programs include Scars Best Customer, 
Craftsman Club, Craftsman Kids Club, 
KidVantage Club and — the newest addi¬ 
tion — Sears Gift Registry. 

The Sears Best Customer program 
honors frequent buyers who use the Sears 
Card. Membership is based on a formula 
combining the number of store visits 
made by a customer each year with the 
volume of her Sears Card purchases. The 
nearly eight million members are entitled 
to advance notice of sales, preferential 
service scheduling and special money¬ 
saving coupons. 

Sears Craftsman Club has more than 
six million members, giving the company 
direct contact with users and buyers of 
tools, an important hardgoods category. 


Tota 
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Strong* Enduring Customer Relationships 





The Craftsman Club can be joined by tailing 1-800-682-8691 or sending 
in the registration form available at Sears stores. Benefits include a monthly 
newsletter and membcrs-only sales as well as new Craftsman Club services 
introduced in 1997. 

I’he Craftsman Club Card, lor example, now has the power to interact 
directly with cash registers at Sears stores. It also enables .Sears to track cus¬ 
tomer purchases more precisely, which helps to provide more personalized 
service, such as notifying Craftsman Club customers about new products or 
promotions related to purchases they have already made. 

We expanded the (’raftsman Club concept in 1996 with the intro¬ 
duction of the ('raftsman Kids Club, which has proven to be a very 
effective way of reaching the next generation of Craftsman users. It 
can be joined in the same way as Craftsman Club. Both pro¬ 
grams helped to sell Craftsman and other hand tools at a rate 
of one per second during the 1997 holiday shopping season. 

The Kid Vantage Club offers a frequent-purchase dis¬ 
count and a wear-out warranty for children's clothing and 
shoes. We continue to build on the benefits offered by the 


Club, which currently has more than 10 million members and can be 
joined at point of purchase in any Sears full-line store. In 1997, lor exam¬ 
ple, we began distributing a 14-month Kid Hero Calendar to KidVantagc 
(dub members. The calendar features children from around the U.S. 
who have performed acts 
of kindness and influ¬ 
enced positive change in 
their communities. 

Scars Gift Registry, 
rolled out in the fall of 
1997. allows our cus¬ 
tomers to simplify and 
consolidate their gift 
needs. Using hand held 
scanners, they can easily 
register for a wide range of 
products - from bed and 
bath items to apparel to 
tools - for weddings, new 
babies, new homes or for 
any other occasion. 


Sears Card plays 
important role 

Sears Card is one of the most 
important avenues through which Sears forms a relationship with 
customers. Middle-income households rely on the convenience and avail¬ 
ability of credit. Credit enables them to acquire big-ticket items such 
as appliances and electronics, for example, which are key product categories 
at Sears. 

More than half of the purchases in Sears full-line stores and in most 
of our specialty stores are made using the Scars Card, even though the 
company began accepting other credit cards several years ago. Sears has the 
country’s largest retail receiv¬ 
ables portfolio, bigger than 
those of the next 10 retailers 
combined. More than 
32 million Sears accounts 
had purchases within the 
past year. ■ 




AMMIIAI B C P n R I ') >) 7 



















Expandins Network of Stores and Home Services 





r 

forYour Life 


ears has become an inno¬ 
vator in the retailing 
industry by aggressively 
pursuing a strategy of 
creating new channels of distribu¬ 
tion for Sears and its family of 
brands. From full-line, mall-based 
department stores, to specialty 
stores in local neighborhoods, to 
services for the home, consumers 
are being served in ways that com¬ 
plement their changing lifestyles 
and shopping patterns. 

Expanding the network and 
revitalizing full-line stores 

We continue to strengthen our posi¬ 
tion as a nationwide retail chain of 
full-line stores, by expanding the 
number of these stores: 16 new 
stores in 1995, 27 in 1996 and 21 in 
1997. By the end of 1997, we were 
operating 833 full-line stores, giving 
us a presence in every major metro¬ 
politan market across the U.S., and 
we expect to have more than 870 
full-line stores by the year 2000. 

Along with expanding our 
network of full-line stores, we are 
attracting more consumers by revi¬ 
talizing our stores and making them 
more appealing in many different 
ways. For example, we have made 
significant improvements in store 
layout, design, lighting and 
merchandising mix. We totally 
reworked and replaced all of our 
signage and point-of-purchase dis¬ 
plays with new designs, including 
both vendor and event signage for 
seasonal and special promotions. 
We have completed nearly 75 per¬ 
cent of our full-line store revitaliza¬ 
tion program begun in 1993, and 
to date have remodeled 50 million 
square feet and recaptured 5.5 mil¬ 
lion square feet of previously unused 
retail space. 
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Expanding Network of Stores and Home Services 


Two initiatives were begun in 1997 that further improve customer service 
in our full-line stores while producing net savings of more than $30 million 
annually. The switchboard duties of all full-line stores, for example, have 
been centralized at call centers in Indiana and Colorado. Handling 
14,000 calls per hour, telephone service representatives answer questions, 
provide Sears toll-free numbers and direct calls to the requested departments 
quickly and conveniently. In addition, enhanced technology has improved 
merchandise pick up by reducing the average customer waiting time and 
lowering costs. 






Apparel and hardgoods 
key to success 

For the female shopper, we are 
strengthening apparel and acces¬ 
sory assortments that directly ful¬ 
fill a woman's requirements for 
contemporary fashion, quality 
and value. As part of our store 
revitalization, we have added 
12.6 million square feet of apparel 
selling space. Today, approxi¬ 
mately 67 percent of Sears full¬ 
line store space is now dedicated 
to clothing, shoes, accessories and 
home fashions, versus 58 percent 
in 1994. 

In addition to our extensive 
women’s apparel business, Sears now offers an exclusive line of cosmetics. 
Circle of Beauty. launched in 1995, Circle of Beauty shops were added to 
70 Sears stores in 1997, bringing the total to 351 nationwide. 

We also have upgraded our apparel for men, with the introduction 
of new private and exclusive national brands. Our footwear business, for 
men, women and children, outperformed the industry in 1997 with 
strong increases in almost every category. And strong national brands, 
combined with a revamped KidVantagc Club and interactive Funtronics 
department, continue to drive traffic into the children’s department. 

Scars is the marketshare leader in tools, 
appliances, tires and automobile batteries. 

Remodeled stores are designed to showcase 
the company’s leading hardgoods brands, 

Kenmore, Craftsman and DieHard, as well 
as other national brands. 

Our Brand Central business, which features 
appliances and home electronics, had an 
outstanding year in 1997. Selling square foot 
productivity improved dramatically through 
innovative selling and display techniques. 

With the addition of the Maytag brand in 
December 1997, Sears became the only retailer to 
offer consumers all six major appliance brands: 

Whirlpool, General Electric, Amana, Frigidaire, 

Maytag anti Kenmore. Among other initiatives, 
we introduced cameras and cookwear in most of 
our stores, with positive first-year results. 


V 


Growing our specialty store business 

Sears specialty stores-located primarily in freestanding locations or liigh- 
irafhc community shopping centers-are contributing to the growth of our 
retail business. Today Scars operates more than 2,600 specialty stores 
bringing the power of Sears and its brands to customers’ neighborhoods. 

We have launched new store concepts and formats, entered new markets 
and enhanced our position in existing markets. For example, in 1997, we 
introduced a new store format combining the best of Sears Hardware and 
Orchard Supply Hardware, 
a regional chain based in 
California which we acquired 
in 1996. The large “supermar¬ 
ket” design has refined key 
areas of store operations, 
facilitating quicker replenish¬ 
ment of merchandise and 
allowing better assortments 
of hardware, electrical and 
plumbing supplies. 

We have returned to small 
towns across the U.S. in a 
major way with locally-owned 
and operated dealer stores. 

Last year, we opened our 500th dealer store, which sells appliances, elec¬ 
tronics, hardware, lawn and garden products, and automobile batteries. 
Since we first introduced dealer stores in smaller communities, we have 
become, in only four years, the appliance and electronics superstore for rural 
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America. Sears finished 1997 with 576 dealer stores: by 2000, Sears plans to 
operate more than 900 dealer stores. 

In addition, we provide Ken more and other national appliance brands to 
commercial customers through our expanding commercial sales business. 

Automotive business evolving 

Sears also has taken a major step forward in revamping its automotive busi¬ 
nesses. To better serve the automotive aftermarket and enhance our position 
as the nation’s leading retailer of tires and batteries, we unified 278 Tire 
America and National I ire Warehouse stores into a new format under one 
brand name, NTB National Fire & Battery (N I B). By the end of 1997, 
326 NTB stores were in operation, including more than 40 new stores. 

T his new format allows Sears to offer customers a state-of-the- 
art tire and battery store, combining the best practices ofTire 
America and National Fire Warehouse, as well as other mer¬ 
chandising innovations. Along with tires, NTB sells DieHard 
batteries, increasing bv nearly 200 stores the number of outlets selling this 
No. 1 recognized brand of automotive battery. 

We continued to upgrade Sears Auto Centers, located in or near our 
full-line stores, by remodeling 100 centers in 1997. Furthermore, we are 
developing creative ways to leverage all of our centers by maximizing their 
space utilization. We want to remain focused on tires and batteries- 
Sears is the nation’s 
leading retailer of tires 
and batteries, selling 
19.8 million tires and 
5.9 million batteries 
in 1997. 

In addition, we arc- 
partnering with best- 
oI-class companies 
like Jiffy Lube and 
Valvoline, which offer 
quick lube services 
our customers want. 

We operated Jiffy 
lube bays in 166 of 
our 780 Auto Centers 
at the end of 1997, an 
increase of 50 over 
1996, and we also 
introduced Valvoline 
in 22 centers last year. 

In order to reposi¬ 
tion our automotive 
parts business for 
faster growth. Sears converted its Western Auto business into Parts .America. 
In 1997, we closed 102 Western Auto Stores in non-strategic markets, 
converted the remaining Western Auto stores in the U.S., and opened 85 
new Parts America stores, bringing the total to 576 at year end. The parts- 
only format focuses on serving do-it-yourself automotive customers. It helps 
us to provide customers with greater selection, competitive prices and 
exceptional service. 



Sears, Roebuck and Co. 

With its network of 833 full-line stores and more than 2,600 
specialty stores, Sears is a leading retailer of apparel, home and 
automotive products and related services for families throughout 
America, and is the nation’s number one credit provider among 
retailers, serving more than 60 million households. 

Full-Line Stores 


Stores - 833 full-line stores averaging 86,000 selling square feet, 
located primarily in the best malls in the nation. 

Softgoods - Full line of fashionable, quality apparel for the whole 
family, plus cosmetics and home fashions, at value prices; includes 
leading national brands as well as exclusive Sears brands such as 
Canyon River Blues, Fieldmaster, Trader Bay and Circle of Beauty. 


Hardgoods - Full assortment of appliances, electronics, and home 
improvement products and services; includes Kenmore appliances, 
Craftsman tools, WeatherBeater paints and DieHard batteries. 


Specialty Stores 


Hardware Stores - 255 neighborhood hardware stores, averaging 
20.000 to 40,000 selling square feet, under the Sears Hardware and 
Orchard Supply Hardware names; carrying Craftsman tools, a wide 
assortment of national brands and other home repair products. 

HomeLife Furniture Stores - 129 locations, averaging 30,000 
selling square feet, that offer a broad assortment of furniture 
and accessories. 

Sears Dealer Stores - 576 locally-owned stores, averaging 
5,000 selling square feet, that offer appliances, electronics, lawn 
and garden merchandise, hardware and automobile batteries in 
smaller communities. 

Sears Tire Group - 780 Sears Auto Centers and 326 NTB National 
Tire & Battery stores that offer tires, batteries and related services. 

Parts Group - 576 Parts America stores, 39 Western Auto stores, 
and more than 800 locally-owned Western Auto stores that offer 
automotive parts. 


Home Services - Repair services on all major brands of home 
products through a network of 15,000 service technicians: offers 
maintenance agreements; and provides residential heating and cooling 
systems, siding, roofing, replacement windows, pest control, carpet 
cleaning and other home improvement services. 

Direct Response Marketing - Various goods and services, such as 
merchandise, insurance and club memberships, marketed to customers 
through multiple channels, including specialty catalogs. 
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Expanding Network of Stores and Home Services 


Target marketing for furniture stores 

Sears I lomeLife furniture stores, launched in 1993 to provide customers 
a wider assortment of furniture and accessories, operate 129 locations. After 
analyzing sales and market research, we repositioned HomeLife to concen¬ 
trate in markets where our stores will be most viable. This resulted in closing 
23 underperforming locations in 199”. 

We also are continually looking at ways to offer product lines that meet 
the special needs of our customers in local markets. For example, we 
changed our product line offerings in Florida last year to accommodate our 
customers' lifestyles. This included a broader selection of merchandise that 
featured lighter wood tones, softer fabric colors, more rattan and an expanded 
leather collection. 




bath lineni 


akxander julian 


Building our leadership in home services 

Sears is uniquely positioned to grow our S3 billion home services business. 
We already are a marketshare leader in this SIT billion industry, 
serving more than 15 million customers. I lome 
services will expand by building on the trust 
and authority of the Sears brand. 

Homeowners concerned about product 
repairs and home improvements want to call 
someone they know and trust. As a result. Sears made more 
than 100 million customer service contacts in 1997. 


The Great Indoors debuts 

Sears latest retail concept is called The Great Indoors. This 150,000-square- 
loot home remodeling and decorating store opened in suburban Denver in 
February 1998. 1 he Great Indoors is a prototype store targeted to female 
customers. Its unique approach to retailing provides decorating and remod¬ 
eling solutions in a comfortable, enjoyable shopping environment and offers 
a vast, integrated assortment of merchandise choices lor the four main 
rooms ol the house: kitchen, hath, bedroom and great room. 


S ears has the leading marketshare in all three segments of the 
home services business: product services, service contracts and 
home improvement services. They have been united under the 
new Sears Hornet Central brand, and can be reached 24 hours a 
day through the new 1-800-4-MY-HUM I toll-free telephone number. The 
new brand is prominently displayed in Sears full-line stores through new 
information centers connected to 1-800-4-MY-HOM1. Sears HomeGentral is 
positioned in the marketplace as “one central source lor a houseful of 
services from someone you know.' 

In product services, Sears strategy is to extend our industry leadership 
through marketshare growth anil industry consolida¬ 
tion. Because of our leadership position in repairing all 
major brand appliances no matter who sold them-we 
have reduced supply and distribution costs. Technology 
support includes access to more than three million 
parts, computer-assisted routing and on-line technical 
diagrams and specifications delivered via satellite to 
each technician’s hand-held computer. Sears techni- 
cians-who repair two appliances every second of every 
business day-benefit from more than $17 million in 
appliance repair training annually. 

Through its service contracts business, Sears is the 
country’s largest provider ol maintenance agreements. 
These agreements provide more than 12 million cus¬ 
tomers with valued protection and peace of mind, 
through annual maintenance checks and the assurance 
that, if something goes wrong, professional repair is 
already covered. 

In home improvement. Sears is the leader in repair 
and installation of residential heating and cooling sys¬ 
tems, siding, replacement windows, roofing and 
kitchen cabinet refacing. I hrough strategic acquisi¬ 
tions, joint ventures and licensing agreements, we are 
moving toward leadership in additional services, specif¬ 
ically pest control, carpet cleaning, and plumbing and 
electrical repair. In all these services, our strategy is to 
achieve rapid growth and capture marketshare through 
strict adherence to service and product quality stan¬ 
dards. driven hv consistent, powerful marketing and 
sales. To support all our businesses, we will continue to 
invest in our successful marketing campaign, increase 
cross-marketing of services and reach customers 
through new channels. ■ 


Use of breakthrough 
technology is a cornerstone 
of The Great Indoors, the 
first retailer to offer a 3-D 
rendering and electronic 
catalog system. The tech¬ 
nology enables computers 
to create photo-realistic 
3-D images from room 
design specifications, 
then electronically alter 
the room to give cus¬ 
tomers a computer image 
of the new room design. 
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that came 
le house. 


' The Kitchen Aid' 

that's way past warranty. 


The Frigidaire" 
from who-knows-where. 


The cooktop by Whirlpool; ^ 
The installation by your brother-in-law. 


One phone call fixes them all. 

\ 





1-800-4-MY-HOME 


One phone call to Sears HomeCentral fixes your Kenmore; GE, Whirlpool, Frigidaire, 
KitchenAid or other major appliance brands. 

No matter who sold it, our team of appliance repair specialists can service it And 
guarantee it. So call someone you know. Anytime, day or night. 

Call Sears HomeCentral.The Service Side of Sears. SM 


© '997 Sear^ Roebuck and La GE‘ Whirlpool' Fngidaire.' and KitchenAid,' are federally registered tidemarks not owned by Sears, 







Marketing and Merchandising Expertise 




ecognizing the critical role that marketing plays in increas¬ 
ing consumer demand and creating awareness of the 
dramatic changes going on at Sears, the company launched 
its “Softer Side of Sears” marketing campaign in 1993. 
The award-winning television and print ad campaign, which emphasizes 
our focus on affordable and fashionable women’s apparel, was voted one of 
the most effective campaigns in 1997 by consumers. This campaign repre¬ 
sents only a small part of an aggressive and expansive marketing strategy, 
designed to build recognition of the Sears brand. 


Getting the Word Out 


Sears sponsorship of Women's National 
Basketball Association helps build connections 
with female customers. 


A major player in sponsorship programs 

Sponsorships are an important element of our market¬ 
ing strategy. One of our new programs, designed to 
connect with female customers, is Sears founding 
sponsorship of the Women’s National Basketball 
Association (WNBA). Under the multi-year market¬ 
ing partnership. Sears sells licensed apparel and other 
merchandise and conducts promotions in stores located 
in the WNBA markets. The promotions include special 
appearances by athletes, and a “Be Active" clinic that encourages young people 
to exercise regularly. 

In 1998, NTB National Tire & Battery began a three-year title sponsor¬ 
ship of thcTrans-Am Championship. TheTrans-Am series attracts millions 
of fans, including the performance tire and wheel buyers who are our cus¬ 
tomers at NTB stores. We also continued our very successful partnership 
with Ringling Brothers and Barnum & Bailey Circus, which reached 
11 million people in 84 markets in 1997. 



"Give Gilda’s Club a Charge” 

Seorj Card promotion fosters card use while 
raising funds for this cancer support group. 


Emphasis on innovative marketing approaches 

Sears places a special emphasis on event, cause-related and ethnic marketing. 
Certainly one of the most significant events was our exclusive sponsorship of 
singer Gloria Estefan’s 34-city concert tour in 1996/97. Ms. Estefan also has 
been involved in Sears cause-related marketing efforts, creating a design for 
the newest collection of Gilda’s Club Neckwear. Gildas Club, a non-profit 
meeting place for people living with cancer, and their families, receives 
10 percent of the neckwear sales. Sold exclusively at Sears, the latest designs 
were introduced during the 1997 holiday shopping season. Since being intro¬ 
duced in 1996, 130.000 Gildas Club ties and scarves have been sold. 

In addition to the sale of Gilda’s Club Neckwear, we continue to develop 
other fundraising programs for this worthwhile organization. For example, 
Sears and Levi’s teamed up for a special promotion of Levi’s jeans at our stores 
in markets where Gilda’s Clubs are preparing to open. We also sponsor 
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in-store promotions, such as Sears Card’s “Give Gilda’s Club a Charge,” 
which generated $250,000 for Gilda’s Club during the 1997 holiday season. 

To reach Hispanic consumers, we expanded our marketing campaign, 
“Todo Para Ti” (“Everything For You”), and marked the fifth anniversary 
of Nuestra Gente, a magazine created by Sears to provide Hispanic readers 
with a variety of lifestyle articles and access to Sears advertisements and pro¬ 
motions. With a circulation of 800,000, Nuestra Gente is one of the largest 
circulated Spanish-language magazines in the U.S. 

Sears is expanding its ethnic marketing activities directed toward the 
African-American community. During 1997, we unveiled our first apparel 
television commercial targeted to African-American consumers. The 30- 
second commercial is part of a national campaign that includes radio 
advertising and print ads that run in national consumer magazines. 

New marketing efforts include direct mail and e-commerce 

Direct marketing provides another important opportunity for Sears to reach 
consumers. We insert advertising preprints twice weekly into newspapers 
that reach approximately 45 million households, in addition to 15 million 
mailers that go to households monthly. We also produced 17 different spe¬ 
cialty catalogs last year, as part of a total annual mailing of more than 150 mil¬ 
lion catalogs, including more than nine million holiday Wish Book catalogs. 

Furthermore, we have aggressively entered the world of the Internet to 
market our products. To make it more convenient for customers to purchase 
Craftsman tools, equipment and accessories, for example, we have made more 
than 3,500 of these products available on-line through Sears first electronic- 
commerce website. OfFering Craftsman products on the Internet gives cus¬ 
tomers another way to buy Sears merchandise, which builds the Craftsman 
brand and helps develop overall store brand loyalty among shoppers. 

Merchandising maximizes current customer base 

We are maximizing our existing customer base through a number of mer¬ 
chandising initiatives that cater to our customers’ interests and priorities. 
As an example, we use interactive kiosks that enable Sears to highlight the 
features of more complex merchandise or products that are difficult to dis¬ 
play. Tester displays and take-one product literature have helped encourage 
customers to try Circle of Beauty cosmetics, our national brand available 
exclusively at Sears. Additionally, bi-lingual point-of-purchase signage and 
displays have been used to tailor in-store promotions to ethnic markets. We 
also have upgraded point-of-purchase displays in our appliance and other 
hardgoods departments. 

Encouraging more cross-shopping 

One of our goals at Sears is to encourage and promote cross-shopping. We 
use creative and attractive in-store signage to encourage customers to move 
from one department to another. Sears 1997 “Get in Shape” sale is an 
example of a cross-shopping promotion between the sporting goods/fitness 
department and the athletic shoes/women’s and men’s exercisewear depart¬ 
ments. We also rely on point-of-purchase presentations and signage to give 
us the opportunity to market different products to customers who are 
already in the store. ■ 





"Softer Side" campaign voted one of the year’s 
most effective. "Todo Para Ti" means "Everything 
For You" for Hispanic consumers. 
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IT'S A TERM RESERVED FOR 
GODDESSES. TEST SCORES 
AND OUR LATEST KEN MORE® 
ULTRA WASH DISHWASHER. 
WHY? WE'VE REPLACED THE 
CENTRAL TOWER WITH AN 
ULTRA FLOW SYSTEM THAT 
SPRAYS WATER FROM THREE 
LEVELS INSTEAD...CREATING 
A DISHWASHER THAT'S 
PRACTICALLY IMPOSSIBLE 
TO MISLOAD. SO STACK 
AFTER STACK, EVERYTHING 
COMES OUT CONCLUSIVELY 
CLEAN. SOMEWHERE. THE 
GODDESS OF GLASSWARE 
IS SMILING. 
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DieHard is the most preferred brand 
of automobile battery in the country. 


Broad Range of Proprietary and National Brands 


Americas Favorite Brands 


Scars offers a variety of quality and 
contemporary products and brands 
.it competitive prices, making us a 
value leader both on and off the 
mall. Sears leadership position was 
established with the American con¬ 
sumer through powerhouse hard- 
good brands such as Kenmore, the 
No. I appliance brand; Craftsman, 
America’s leading tool line; and 
Die! lard, the most preferred battery. 

Sears hardgood brands 
provide solid foundation 

Few companies, and no other 
retailers, can boast such strong, 
enduring hardgood brands. For 


example, Kenmore was chosen 
America's favorite major appliance 
brand in 1997 according to HFN 
newsweekly. By offering innova¬ 
tive features such as a three-level 
wash system in the Kenmore 
UltraWash dishwasher, a “Quiet 
bv Kenmore” refrigerator sound- 
reduction package and the exclusive 
Kenmore EvenWave microwave sys¬ 
tem. Sears continues to add value to 
the Kenmore line. 

In a 1997 consumer preference 
study by Total Research Corpora¬ 
tion, Craftsman was ranked the 
country's number two brand, of 
any kind, for quality. We are being 



American consumers in 1997 ranked 
the Craftsman brand second among all 
national brands based on quality. 


more aggressive in extending the 
Craftsman brand through new 
product development. For example, 
new tools launched in 1997 includ¬ 
ed Craftsman Quick Wrench, a new 
ratcheting wrench; Craftsman 
Power Snip, a cutting tool for 
hobbyists and professionals; and 
Craftsman Speed-Lok, for one- 
handed drill bit changing. The 
most innovative Craftsman hand 
tools sold at a rate of one per sec¬ 
ond during the December 1997 
selling season. 

According to a 1997 brand 
tracking study conducted by ICR 
Survey Research Group, DieHard 
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Broad Range of Proprietary and National Brands 


remains the number one preferred 
barren,' in the U.S. Sears is capitaliz¬ 
ing on this strong brand preference 
by further extending the DieHard 
franchise beyond automotive into 
motorcycle and marine markets. 

T he strength of Scars 
product offerings 
comes not only from 
these historical hard- 
good brands, but from our emerg¬ 
ing brands, particularly in soft- 
goods. We have been aggressively 
pursuing opportunities in apparel, 
footwear and cosmetics, for exam¬ 
ple, and are achieving success in 
introducing a number of popular 
private softgood brands. 





pants, shorts, polos, knits, vests and 
shirts, and is available at all Sears 
full-line stores. 

Since 1995, we also have intro¬ 
duced several national brands sold 
exclusively at Sears, including a 
line of career wear for women, 
First Issue, a Liz Claiborne compa¬ 
ny; Circle of Beauts’ cosmetics, fea¬ 
turing skin care, bath and body, 
color and fragrance products; 
Hagle Golf, a line of mens sports¬ 
wear; and Fieldmaster, a line of 
rugged men’s apparel. 

More recently, in the spring of 
1997, we introduced Mosaic and 
Mosaic Woman. These clothes are 
the creation of award-winning, 
African-American fashion designer 
Alvin Bell, and feature easy, relaxed 
styling in silhouettes and fabrics 
that meet the taste preferences of 
women of color. 

A major new entry into our line 
of exclusive national brands is 
NordicTrack branded products. 
At the end of I99 7 , Sears and 
NordicTrack signed an agreement 
enabling Sears to be the first retailer, 
other than NordicTrack, to sell select 
NordicTrack products. This is the 
first time in that company’s 22-year 
history that its home fitness products 


will be sold across America through 
another retail outlet. The addition of 
NordicTrack to the wide selection of 
fitness equipment available at Sears 
allows consumers to find the top fit¬ 
ness brands in one location. 


Expanding portfolio of 
national brands 

Along with iis private label and 
exclusive brands, Sears benefits from 
the national clothing brands the 
company offers to consumers in 
its full-line stores. Among these 
brands are Arrow, Bongo, Starter, 
Champion, Recbok, Leslie Fay, 
Health- lex, Fieldcrest and Norton 
McNaughton. 

We are now offering the very 
popular La-Z-Boy line at our 
Home-Life furniture stores; and 
brand names like Monroe, 
Raybcstos, Fram, ( Tampion and 
Bosch at our Parts America stores, 
in addition to DieHard and 
Craftsman. 

In 1997, we also announced the 
addition ol Maytag to our lineup, 
making Sears the only retailer to 
offer all of the leading appliance 
brands - including the most pop¬ 
ular brand. Ken more, which is 
found in one of every two homes 
in America. B 


Growth of private and 
exclusive brands 

Canyon River Blues, a line of denim 
casual wear for men, juniors and 
children launched in 1996, has been 
very successful, with more than 
$250 million in annual sales. In the 


past two years, we also launched 
Crossroads and Classic Elements 
casualwear and Apostrophe and 
Laura Scott career wear lines for 
women. Sears newest addition to its 
private apparel collection is CRB 
Khakis, designed to provide male 
customers with casual alternatives to 
denim. The assortment includes 
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Community 


Leadership 


SEARS LONG AND HONORED TRADITION OF CORPORATE RESPONSIBILITY 
SERVES AS A CATALYST TO HELP BUILD AND STRENGTHEN RELATIONSHIPS 
WITH OUR CORE CUSTOMERS, WOMEN AND THEIR FAMILIES. 


During last spring’s devastating 
Hoods in Grand Forks, North 
Dakota, Sears associates worked 70 
hour weeks and delivered 14 times 
the normal number of product 
deliveries each day to assure that 
our customers had the merchan¬ 
dise they needed. At the same 
time, many of our associates were 
personally affected by the Hoods. 
Associates from across the country 
raised $70,()()(), matched with an 
additional $70,000 by the company, 


during 1997, Sears and its associ¬ 
ates contributed more than 
$300,000 to the American Red 
Cross and other relief efforts to 
help families recover from Hooding 
in 10 states. 

Through Sears Volunteers for 
America, an aggressive program to 
promote associate volunteerism, 
Sears pledged to provide 200,000 
volunteer hours by the year 2000 
to General Colin Powell’s 
America's Promise campaign. One 
example of the numerous volun¬ 
teer activities that occurred across 
the country in 1997 was Coats for 
Kids, which provided 8,500 new 
coats to Chicago-area children. 


Since the program’s inception, 
more than 30,000 children have 
received winter coats. 

Sears contributed $16.4 million 
to community organizations 
nationwide, including $5.8 mil¬ 
lion to the United Way. Associates 
personally pledged 
another $5.6 million. 
The broad range of 
programs supported 
reflects the company’s 
commitment to 
enrich families, 
benefit women and 
encourage cultural 
diversity. Sears part¬ 
nered with the 
National Urban l eague 
to help celebrate the accomplish¬ 
ments of African-American young 
people in 1 10 communities in 
34 states. 

In Chicago, the company’s 
hometown community, Sears 
sponsored a variety of programs, 
including: Pier Walk ’97, the 
world’s largest outdoor sculpture 
exhibit, with related family pro¬ 
grams developed by the Chicago 
Children’s Museum; Chicago 
Neighborhood Tours, a series of 
nine neighborhood tours designed 
to introduce families and tourists 
to the diversity of Chicago; and 
the local performances of the 
in ter national ly-renowned Ballet 
Folklorico de Mexico. 


The company’s commitment 
to the environment was reflected 
in the fact that in 1997 alone we 
recycled more than 24 million 
tires, 6 million batteries, 1.4 mil¬ 
lion light bulbs, and 51,000 tons 
of other materials including plas¬ 
tics, hangers and corrugated card¬ 
board. In addition, Sears spon¬ 
sored an environmental series on 
public television as well as a Nature 
Conservancy program. 



Through its business practices 
and community outreach initiatives, 
Sears commitment to corporate 
responsibility is a major pan of the 
company’s ongoing transformation. 



Sears helps kids and families: Sears volunteers distributed thousands of new coats 
in 1997 through the Coats for Kids program (photo above); the company also 
sponsored family programs at Chicago Children's Museum in conjunction with 
Pier Walk '97 (photo above right). 



to help their colleagues. In total 
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Consolidated Statements of Income 



millions, except per common share data 

1997 

1996 

1995 

REVENUES 

Merchandise sales and services 

$36,371 

$33,751 

$31,133 

Credit revenues 

4,925 

4.313 

3,702 

Total revenues 

41,296 

38,064 

34,835 

COSTS AND EXPENSES 

Cost of sales, buying and occupancy 

26,769 

24,889 

23,160 

Selling and administrative 

8,331 

8,059 

7,428 

Provision for uncollectible accounts 

1,532 

971 

589 

Depreciation and amortization 

786 

697 

580 

Interest 

1,409 

1,365 

1,373 

Reaffirmation charge 

475 

— 

— 

Total costs and expenses 

39,302 

35.981 

33.130 

Operating income 

1,994 

2.083 

1.705 

Other income 

106 

22 

23 

Income before income taxes 

2,100 

2.105 

1,728 

Income taxes 

912 

834 

703 


INCOME FROM CONTINUING OPERATIONS 

Discontinued operations 


1,188 


1.271 


1.025 

776 


NET INCOME 

EARNINGS PER COMMON SHARE - BASIC: 


$ 1,188 


$ 1.271 


$ 1,801 


Income from continuing operations, 
after allowing for dividends on preferred shares 
Discontinued operations _ 

Net income 

EARNINGS PER COMMON SHARE - DILUTED: 

Income from continuing operations, 
after allowing for dividends on preferred shares 
_D iscontinued operations _ 

Net income _ 

See accompanying notes. 


$ 3.03 $ 3.18 $ 2.56 

— — _L99 

$ 3.03 $ 3.18 $ 4.55 


$ 2.99 $ 3.12 $ 2.53 

— — 1.97 

$ 2.99 $ 3.12 $ 4.50 
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Analysis of Consolidated Operations 



Scars, Roebuck and Co. (“the Company”) is a multi-line retailer providing 
a wide array of merchandise and services in the United States and Canada. 
Operating results for the Company are reported for two business segments. 

The domestic operations segment includes the Company’s operations 
in the United States and Puerto Rico. The Company’s domestic operations 
are comprised of the following: 

• Retail - consisting of: 

• Full-line Stores, located principally in shopping malls, which 
sell apparel, home fashions and bardlines merchandise. 

• Specialty stores consisting of: 

■ Home Stores, which are comprised of Hardware, Sears 
Dealer and Home-Life furniture stores and Commercial Sales. 

■ Auto Stores, which consist of two divisions: the Sears d ire 
Group, which sells and installs tires, batteries and related 
goods and services through Sears Auto Centers and the 

N 1 B National l ire & Battery stores; and the Parts Group, 
which sells automotive parts through Parts America stores. 

• Services - consisting of: 

• Home Services, which provides product repair services, 
service contracts, and installed home improvements, which are 
provided by the Company's associates and licensee partners. 

• Direct Response Marketing, which provides specialty catalogs, 
insurance (credit protection and life), clubs and services 
memberships, and impulse and continuity merchandise. 

• (.redit - which manages the Company’s portfolio of receivables 
arising from purchases of merchandise and services from domestic 
operations. I he domestic credit card receivables portfolio consists 
primarily of Sears Card account balances. 

• Corporate - includes activities that are of an overall bolding 
company nature, primarily consisting of administrative activities, 
the costs of which are not allocated to the Company’s businesses. 

Fhe international operations segment consists of similar retail, 
services and credit operations conducted in Canada through Sears 
Canada Inc. (“Sears Canada ”), a 54.8% owned subsidiary. On 
Dec. 9, 1996, the Company’s ownership percentage was reduced from 
61.1% as Sears Canada issued approximately ten million previously 
unissued shares of stock. International operations were also conducted 
through Sears Roebuck de Mexico, S.A. de C.V. (“Sears Mexico”), a 
previously 75.5% owned subsidiary. In 1997, the Company sold 60% 
of the outstanding shares of Sears Mexico to Grupo Carso S.A. de C.V. 

I’hereafter. Sears Mexico’s results are no longer included in the 
Company’s consolidated operations. 


In 1995, the Company divested its insurance ( I he Allstate 
Corporation) and real estate (Homart Development Co.) subsidiaries. 
The consolidated financial statements present these results as discontinued 
operations, as discussed in note 2 to the consolidated financial statements. 

1 hroughout the analyses of consolidated operations and financial 
condition, certain prior year information has been reclassified to conform 
with current year presentation. Also, all references to earnings per share 
relate to diluted earnings per common share. 


RESULTS OF OPERATIONS 

Income from continuing operations was as follows: 


millions 

1997 

1996 

1995 

Domestic operations 

$ 1,203 

5 1.276 

51,055 

International operations 

( 15 ) 

(5) 

(30) 

Total income from continuing operations 

$ 1,188 

51,271 

51.025 


Income from continuing operations in 1997 declined 6.6% 
to S1.19 billion, or $2.99 per share, from $1.27 billion, or $3.12 per 
share for 1996. Results for 1997 were impacted by several significant 
noncomparable items, which in the aggregate lowered net income by 
$115 million. The most notable of these items include the cost relating 
to the Company's handling of certain credit reaffirmation agreements, 
the gain on the sale of the Advantis data services business, and the 
positive effect from the adoption of Statement of Financial Accounting 
Standards (SFAS) No. 125, “Accounting for Transfers and Servicing of 
Financial Assets and Extinguishments of Liabilities, ” effective Jan. 1, 1997. 


1 he effect of these and other noncomparable items is summarized 
as follows: 


millions, except per share 

After-tax 

Earnings 
per share 

1997 Net income before noncomparable items 

$1,303 

$ 3.27 

Reaffirmation charge 

(320) 

(0.80) 

SFAS No. 125 accounting change 

136 

0.35 

Sale of Advantis 

91 

0.23 

Other 

(22) 

(0.06) 

1997 Net income as reported 

$1,188 

$ 2.99 


1 he reaffirmation charge of $475 million ($320 million after-tax) 
represents the estimated cost of the settlement of certain lawsuits and 
investigations by regulatory agencies that alleged that the Company had 
violated the United States Bankruptcy- Code and consumer protection laws 
in various states through activities related to certain debt reaffirmation 
agreements. I his estimate is based on management’s assumptions as to the 
ultimate outcome of future events and uncertainties. Actual results could 
differ from this estimate and there can be no assurance that additional 
costs will not be incurred. 
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Analysis of Consolidated Operations 


(CONTINUED) 



SFAS No. 125 requires the recognition of gains and losses on credit 
card securitizations that qualify as sales. The statement also indicates that 
an allowance for uncollectible accounts should not he maintained for 
securitized receivables that are sold. Implementation of SFAS No. 125 
provided incremental net income of $136 million in 1997 and reduced 
reported credit revenues, selling and administrative expense and the 
provision for uncollectible accounts by $321 million, $126 million and 
$417 million, respectively. 

In 1697. the Company sold its 30% equity interest in Advamis, a 
joint venture between IBM and the Company, to IBM, which resulted 
in a pretax gain of $130 million ($91 million after-tax) recorded in 
Other income. 

Other noncomparable items in 1997 include a loss on the sale 
of Sears Mexico, which is further discussed in the international segment, 
a one-time gain related to postretirement life insurance benefit plan 
changes, and a charge to complete the conversion of the Western Auto 
operations to the Parts America format. 

In 1997, the Company announced changes to its postretirement 
life insurance benefit plan. Retiree life insurance benefits were eliminated 
for all active associates not retired by Dec. 31, 1997. This plan change 
resulted in a one-time gain of $61 million ($37 million after-tax) recorded 
as a reduction ol selling and administrative expense. In connection with 
the elimination ol retirement life insurance benefits for active associates, 
the Company also announced the reduction over a ten year period in 
the death benefit tor certain retirees, which will generate annual after-tax 
savings of approximately $3$ million. 

1 he Company accelerated its plan to complete the conversion 
of Western Auto operations to the new Parts America format in 1997 
and, as a result, recorded a charge of $38 million ($23 million after-tax) 
related to this initiative. As of year-end, the Company has substantially 
completed its conversion to the parts-onlv format consisting of 376 
domestic Parts America stores. 

In 1997, net income before noncomparable items was $1.30 billion, 
an increase of 4.8% per share to $3.27, from 1996. The improved 
profitability of the domestic retail and sen ices businesses, coupled with 
strong Sears Canada performance, was largely offset bv a decline in credit 
results due to an increase in the domestic provision for uncollectible 
accounts, reflecting the continuing trend of increased delinquencies 
and charge-offs. 

Net income in 1996 was $1.27 billion, an increase of 23.3% per 
share to $3.12, compared to income from continuing operations of 
$1.03 billion, or $2.33 per share, for 1993. The increase was a result 
of strong merchandise sales and improved margins coupled with higher 
credit operating income. 


DOMESTIC OPERATIONS 

Domestic operating results lor 199” were significantly impacted by 
the following noncomparable items as previously discussed: 

• Reaffirmation charge 

• Implementation of SFAS No. 123 

• Postretirement life insurance gain 

• Charge for conversion to Parts America format 

In order to present a discussion of 1997 domestic operating 
results on a consistent basis with prior years, the effect of these 
noncomparable items will be excluded from the domestic operations 
discussion as follows: 



1997 

hffett <>l 




cx< 

hiding non 

non 





comparable comparable 

\, Reported 


millions 

iicm\ 

items 

1997 

1996 

1995 

Merchandise sales and services 

$33,159 $ 


$ 33,159 

$30,681 

$28,117 

Credit revenues 

4.9% 

(321) 

4,649 

3.995 

3,351 

Total domestic revenues 

38.129 

(321) 

37,808 

34,676 

31.468 

Cost ol sales, 






buving and occupancy 

24,407 

14 

24,421 

22,584 

20,865 

Gross margin % 

26.4% 


26.4% 

26.4% 

25.8°/ 

Selling and administrative 

7 722 

(171) 

7,551 

7.261 

6,650 

% oj total revalues 

20.3% 


20.0% 

20.9% 

21.19 

Provision lor 






uncollectible accounts 

1,910 

(417) 

1,493 

916 

528 

Depreciation and amortization 

718 

8 

726 

630 

513 

Interest 

1.290 


1,290 

1,191 

1.183 

Reaffirmation charge 


47$ 

475 



Total costs and expenses 

36.047 

(91) 

35,956 

32.582 

29,739 

Operating income 

$ 2,082 S 

(230) 

$ 1,852 

$ 2,094 

$ 1,729 


Merchandise sales and services revenues and related information 
are as follows: 


millions, except number of stores 

1997 

1996 

1995 

Full-line Stores revenues 

$ 22,839 

$21,581 

$20,049 

Specialty store revenues 

7,247 

6.281 

5,360 

Total retail revenues 

30,086 

27,862 

25.409 

Services revenues 

3,073 

2.819 

2,708 

Merchandise sales and services’ 

$ 33,159 

$30,681 

$28,117 

Number of Full-line Stores 

833 

821 

806 

Number of specialty stores 

2,697 

2,550 

2,264 

Total retail stores 

3,530 

3.371 

3.070 

Retail store revenues per selling square loot” 

$ 318 

$ 321 

$ 323 

Comparable store sales percentage increase 

2 . 3 % 

5.8% 

4.74 


’ Excluding the 53rd week in 1997. toi.il merchandise sales and services increased 6.1%. 


** 1997 revenues per square foot calculation excludes the ‘■3rd week 
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Retail revenues increased 8.0% in 1997 to $30.09 billion, compared 
to a 9.7% increase in 1996. 

Full-line Stores revenues increased 5.8% in 1997 and continue to 
benefit from the Company’s ongoing remodeling and modernization 
program. In 1997, revenues also benefited from the net addition of 12 
Full-line Stores as 21 stores were opened and nine were closed. In 1996, 
27 Full-line Stores were opened and 12 were closed. 

In Full-line Stores, apparel sales gains in 1997 were led by increases 
in women’s ready-to-wear, children’s and men’s fashions and footwear. 

The Company has continued its initiatives to grow the apparel business, 
which include remodeling the Full-line Stores, offering more varied 
national brand-name merchandise, and developing private brand fashion 
merchandise for select lines. Hardlines merchandise had a solid revenue 
increase in 1997 led by strong sales growth in home appliances and 
electronics merchandise, partially offset by a decline in home improve¬ 
ment merchandise sales. 

In 1996, the increase in Full-line 
Stores revenues was led bv significant 
gains in apparel sales. Sales increases 
were strongest in women's ready-to-wear, 
children's and mens fashions and 
footwear. Hardlines merchandise had 
solid revenue growth in 1996 led by 
sales of Craftsman tools, hardware and 
lawn and garden merchandise. Also 
contributing to the hardlines sales 
increase were sales growth in home 
appliances and electronics merchandise. 

In addition to solid growth in the 
Full-line Stores revenues, specialty store 
revenues increased sharply to $7.25 billion 
in 1997 from $6.28 billion in 1996 due 
to the strong revenue performance in 
Home Stores, slightly offset by a decline 
in Auto Stores revenues. 

1 lie revenue increase in Home Stores for 1997 as compared to 
1996 primarily resulted from a full year of sales from the Orchard Supply 
I lardware Stores compared to the prior year, which included only fourth 
quarter sales. In addition, 33 new Hardware stores were opened in 1997. 
Sears Dealer stores revenues improved as 124 new stores were added and 
comparable store sales increases over 1996 remained strong. In 1997, 
the 1 lomeLife business focused on high concentration markets in order 
to better leverage logistics and advertising costs. As such, 23 locations 
were closed and three new stores were opened. 

I lie Auto Stores 1997 revenues declined slightly from 1996 as 
comparable store sales decreased from prior year levels. Results were 
adversely affected by the store conversions in both the Sears Tire Group 
and Parts Group. In the Sears l ire Group, Tire America and NTW stores 
were converted into a single format, NTB National Tire & Batter)-, and 
in the Parts Group, Western Auto stores were converted into the new 
Parts America format. As the conversion process took place, stores were 
either closed or operated while under construction resulting in a loss of 
revenues. As of year end, the Company has substantially completed both 
conversion plans and operates 326 NTB National Fire & Battery stores 
and 576 Parts America stores in addition to its 780 Sears Auto Centers. 


Comparable Store 
Sales Growth 

Sears MB Merrill Lynch Broadline 
Retailers Index «— 

7% 



Specialty store revenues increased $921 million, or 17.2%, in 
1996 over 1995 due to the addition of new stores and solid revenue 
performance from existing stores. Home Stores revenues improved 
over 1995 through expansion of Hardware stores as 61 Orchard Supply 
Hardware Stores were acquired in Sept. 1996. Sears Dealer stores and 
HomeLife furniture stores also helped increase revenues due to openings 
of 120 and 12 new stores, respectively. 

Auto Stores experienced solid revenue growth in 1996 as compared 
to 1995 as the Sears Tire Group added 40 new stores. The Parts Group 
opened 67 new stores throughout 1996 and converted 50 Western Auto 
stores to the new Parts America format. 

Because of their diverse products and design, the Company’s various 
store formats have different sales productivity (revenue per selling square 
foot). In 1997, the decrease in overall retail store revenues per selling 
square foot is attributable to the changing store mix. 

Services revenues, generated primarily by the Home Services 
business, increased 9.0% in 1997. Home Services revenues improved 
due to increased in-home repair services and growth in major home 
improvement services. 1 he Company has undertaken several initiatives 
in 1997 to grow the Home Services business, including the introduction 
of a national marketing program and investment in repair service 
technology. I he Company plans future growth in the Home Services 
business through market expansion, improved marketing effectiveness, 
and strengthening of licensee partners. Direct Response Marketing 
revenues in 1997 increased substantially from 1996 due to continued 
strength of its insurance programs. 

In 1996, Services revenues improved primarily due to growth in 
Home Services, as revenue gains on service contract sales and in-store 
installation sales were partially offset by a decline in installed home 
improvements due to the termination of a significant licensee. Direct 
Response Marketing revenues in 1996 achieved strong improvement over 
the prior year due to increased memberships in its insurance programs. 

Credit revenues in 1997 increased 24.4% to $4.97 billion, reflecting 
higher receivable balances and increased late fees as new pricing initiatives 
took effect. A summary of credit information is as follows (all amounts 
relate to managed receivables unless otherwise noted and have been 
restated to include Puerto Rico credit results and balances): 

1997 19% 1995 

Sears Card as a % of sales’ 55.1% 56.6% 56.6% 

Average account balance (dollars) $ 1,058 5 977 S 914 

Average managed credit card receivables (millions) $27,150 $24,631 $21,989 

Sears Card as a % ol sales has been restated to include Full-line Stores, Home Stores. 

Home Services, Sears Auto Centers and Retail Outlet Stores. 

1 he percentage of merchandise sales and services transacted with the 
Sears Card in 1997 declined to 55.1% compared to 56.6% in 1996, due 
to fewer new accounts. In 1996, credit revenues increased 19.2% to $4.00 
billion as receivables balances continued to grow resulting from strong 
merchandise sales. The uniform pricing initiative that began in 1995 
also had a positive effect on 1996 credit revenue growth. 
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Analysis of Consolidated Operations 


Gross margin as a percentage of merchandise sales and services 
in 1997 remained Hat with 1996 at 26.4%. Retail gross margin rate 
declined due to higher promotional activity, hut was offset by margin 
improvement in the Company's services businesses. In 1996, gross margin 
as a percentage of merchandise sales ami services improved substantially 

to 26.4% from 25.8% in 1995. The 
domestic gross margin rate benefited 
from a shift in sales to higher margin 
apparel merchandise, improved logistics 
costs and savings realized from 
merchandising sourcing initiatives. 

Selling and administrative expense 
as a percentage of total domestic revenues 
in 1997 improved 60 basis points to 
20.3% from 20.9% in 1996. This 
improvement was primarily attributable 
to leveraging payroll and other employee 
related costs. The retail selling and 
administrative expense ratio improved 
substantially in 1997, but was partially 
offset by increased marketing costs 
in Services. In 1996, selling and 
administrative expense as a percentage 
of revenues improved 20 basis points 
to 20.9% from 21.1% in 1995. The 
improvement resulted from a decline in payroll and marketing costs 
as a percentage of revenues. 

Provision for uncollectible accounts and related information 
is as follows: 


millions 

1997 

1996 

1995 

Provision for uncollectible accounts 

$1,910 

S 916 

$ 528 

Delinquency rates* 

7.00% 

5.40% 

4.16% 

Net credit charge-offs to average 
managed credit card receivables 

6.48% 

4.21% 

3.13% 

Allowance for uncollectible owned accounts 

$1,077 

$ 753 

S 755 


' Under the Company's proprietary credit system, an account is generally considered 
delinquent when the past due balance is three times the scheduled minimum 
monthly payment. 


The provision for uncollectible accounts increased 108.6% from 
1996. The increase is primarily attributable to the continued trend 
of increased delinquencies and bankruptcies, growth in the credit 
card receivables portfolio, and a reduced rate of credit reaffirmations. 

I he provision includes a S324 million addition to the allowance for 
uncollectible accounts in 1997, bringing the allowance balance to 
Si.08 billion compared to S753 million in 1996. The Company 
continued to experience an increase in its delinquency and charge-off 
rate throughout 1997, while a number of other credit card issuers 
reported a flattening in their rates. It the Company’s delinquency and 
charge-off rate trend continues, the resulting increases in the provision 
for uncollectible accounts could have a significant adverse effect on the 
( ompany’s overall operating results in future periods. The provision 
lor uncollectible accounts in 1996 was 73.5% above 1995, reflecting 
balance growth and the increase in the bankruptcy, charge-off and 
delinquency rates of the credit card portfolio. 


Depreciation and amortization expense increased 14.1% in 1997 
from 1996 and 22.8% in 1996 as compared to 1995. These increases 
reflect the continuation of the Company’s store remodeling program 
and the growth in the number of specialty stores in operation. 

Interest expense, as presented on the statements of income, is 
combined with the funding cost on receivables sold through securitizations 
to represent total funding costs. The Company uses securitizations of credit 
card receivables as a significant funding source and therefore, lor purposes 
of this analysis, the interest paid on securitizations is considered a funding 
cost. The total funding costs were: 


millions 

1997 

1996 

1995 

Interest expense 

$1,290 

$1,191 

$1,183 

Funding cost of securitized receivables 

437 

348 

326 

Total funding costs 

$ 1.727 

$ 1.539 

$ 1.509 

% of total revenues 

4.5% 

•i r -<» 

4.8' 


Total domestic funding costs as a percentage of revenues were 
4.5% in 1997 compared to 4.4% in 1996. The increase in funding costs 
reflects higher funding requirements due to a larger credit card receivable- 
portfolio and the redemption of the 
Preferred Shares in the fourth quarter of 
1996, partially offset by lower effective 
funding rates resulting from the¬ 
re-financing of higher rate debt. In 1996, 
funding cost as a percentage of revenues 
improved to 4.4% from 4.8% in 1995. 

The slight increase in funding costs 
reflects higher funding requirements due 
to the growth in the credit card receivable- 
portfolio. largely offset by lower effective 
funding rates. 

Operating income in 1997 
declined slightly from 1996. The improved 
performance in the retail and services 
businesses on strong revenue growth and 
selling and administrative expense leverage 
was more than offset by a decline in credit 
results due to the increase in the provision 
for uncollectible accounts. In 1996, 

operating income increased 21.1% from 1995 due to improved 
performance from the retail, services and credit businesses. 


Operating income by business format: 


millions 

1997 

1996 

1995 

Retail 

$ 946 

$ 867 

$ 703 

Services 

345 

279 

221 

Credit 

1,005 

1.164 

1.001 

Corporate 

(214) 

(216) 

(196) 

Total operating income 

$2,082 

$2,094 

$ 1.729 


Domestic Operations 

Selling and Administrative Expense 
Percent of Revenues 

MB excluding noncomparable items 
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INTERNATIONAL OPERATIONS 

International operations in 1997 include full year results lor Sears Canada, 
but only first quarter operating results ol Sears Mexico due to the sale of 
the Company's majority interest in Sears Mexico. The sale was recorded in 
the first quarter, resulting in a pretax loss ol $21 million reflected in other 
income and tax expense of $ 1 $ million, lor an after-tax loss ot $36 million. 

Despite the sale of Sears Mexico, revenues improved 2.9% in 1997 
due to Sears Canada revenues increasing 13.3% on strong retail store and 
catalog performance. 

Cross margins as a percentage ol merchandise sales and services 
increased to 26.9% in 1997 from 24.9% in 1996. Sears Canada gross 
margin rate improved substantially in 1997, reflecting savings realized 
from merchandise Sourcing initiatives. 

Selling and administrative expense as a percentage of total revenues 
improved to 22.4% in 1997 from 23.3% in 1996. Sears Canada’s selling 
and administrative rate improvement was substantially due to cost 
containment initiatives coupled with revenue growth and a favorable 
comparison to the prior year which included a restructuring charge. 

Operating income improved $133 million in 1997 as compared 
to 1996 on strong Sears Canada performance. Sears Canada benefited 
from the improving economic environment in 1997 as well as the 
favorable response to the remodeling of its full-line stores and 
expansion of its furniture and dealer network. 

Revenues in 1996 remained unchanged from 1993. Sears Canada 
revenues improved 2.6% in 1996 due to a modest recovery in consumer 
spending. Offsetting this improvement was a decline in revenues of 11.8% 
at Sears Mexico, resulting primarily from decreased credit revenues. 

Gross margins as a percentage of merchandise sales and services 
increased to 24.9% in 1996 from 23.9% in 1995. Sears Canada gross 
margin rates improved in 1996, reflecting decreased markdowns and a 
favorable comparison against 1995 occupancy expense. I his was partially 
offset by a decline in gross margin rates at Sears Mexico. 

Selling and administrative expense as a percentage of total revenues 
increased to 23.5% in 1996 from 23.1% in 1995. Selling and admini¬ 
strative expense at Sears Canada increased primarily due to a restructuring 
charge. In 1996, Sears Canada announced a plan to eliminate certain 
positions and close a warehouse and other support facilities as part 
ot its ongoing cost containment initiative. The Company recorded a 
$27 million pretax restructuring charge (before minority interest) related 
to this initiative. Selling and administrative expense as a percentage of 
revenues decreased at Sears Mexico in 1996 due to reduced promotional 
expenses and lower benefit costs. 

Operating income improved $13 million in 1996 as compared 
to 1995, due primarily to the improved performance at Sears Canada. 


OTHER INCOME 

Consolidated other income consists of: 


millions 

1997 

1996 

1995 

Gain on sale of Advantis 

$ 150 

$— 

$— 

Loss on sale of Sears Mexico 

(21) 

— 

— 

Gain on sales of property and investments 

7 

36 

35 

Minority interest (primarily Sears Canada) 

(38) 

(8) 

(4) 

Miscellaneous 

8 

(6) 

(8) 

Total 

$ 106 

$22 

$23 


INCOME TAX EXPENSE 

Income tax expense as a percentage of pretax income was 43.4% in 1997, 
39.6% in 1996 and 40.7% in 1995. The increase in 1997 was primarily 
due to certain components of the reaffirmation charge that are not tax 
deductible and the tax expense from the sale of Sears Mexico. Excluding 
these items, the consolidated effective tax rate would have been 40.6% in 
1997. The increased rate in 1997 as compared to 1996 was due to higher 
tax expense on international operations, partially offset by a lower effective 
tax rate on domestic operations. The decrease in 1996 from 1995 was 
primarily attributable to a lower effective tax rate on international earnings. 

INFLATION 

The moderate rate of inflation over the past three years has not had a 
significant effect on the Company’s sales and profitability. 

OUTLOOK 

In 1998, the Company expects operating income to continue to grow in 
its retail and services businesses. Improvement in the retail and services 
businesses is expected to exceed the anticipated decline in credit operating 
income. The Company anticipates mid-single digit earnings growth for 
the full year of 1998; however, it is likely that first quarter profits will decline 
substantially from 1997 levels due to the expected decrease in credit income 
and the effect of a later Easter holiday selling season on retail results. 

CAUTIONARY STATEMENT REGARDING 
FORWARD LOOKING INFORMATION 

All ot the statements made in this Annual Report, other than historical 
facts, are forward looking statements made in reliance on the safe harbor 
provisions of the Private Securities Litigation Reform Act ot 1995. As 
such, they involve risks and uncertainties that could cause actual results 
to differ materially. The Company’s forward looking statements are 
based on assumptions about many important factors, including ongoing 
competitive pressures in the retail industry, changes in consumer 
spending, general United States economic conditions (such as higher 
interest rates and consumer confidence), the anticipated decline in credit 
results from historical levels and normal business uncertainty. While the 
Company believes that its assumptions are reasonable, it cautions that it 
is impossible to predict the impact of certain factors which could cause 
actual results to differ materially from expected results. 
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Consolidated Balance Sheets 



millions 


1997 

1996 

ASSETS 

Current Assets 

Cash and cash equivalents 

Retained interest in transferred credit card receivables 

Credit card receivables 

Less: Allowance for uncollectible accounts 


$ 358 

3,316 
20,956 

1,1 13 

$ 660 
2,260 
20,104 

801 



19,843 

19,303 

Other receivables 


335 

335 

Merchandise inventories 


5,044 

4,646 

Prepaid expenses and deferred charges 


956 

348 

Deferred income taxes 


830 

895 

Total current assets 


30,682 

28,447 

Property and equipment 




Land 


487 

445 

Buildings and improvements 


5,420 

5,080 

Furniture, fixtures and equipment 


4,919 

4.279 

Capitalized leases 


498 

433 



1 1,324 

10,237 

Less accumulated depreciation 


4,910 

4,359 

Total property and equipment, net 


6,414 

5,878 

Deferred income taxes 


666 

905 

Other assets 


938 

937 

TOTAL ASSETS 


$38,700 

$36,167 

LIABILITIES 




Current L.iabilities 




Short-term borrowings 


$ 5,208 

$ 3,533 

Current portion of long-term debt and capitalized lease obligations 


2,561 

2,737 

Accounts payable and other liabilities 


6,637 

7,225 

Unearned revenues 


830 

840 

Other taxes 


554 

615 

Total current liabilities 


15,790 

14,950 

Long-term debt and capitalized lease obligations 


13,071 

12,170 

Postretirement benefits 


2,564 

2,748 

Minority interest and other liabilities 


1,413 

1,354 

TOTAL LIABILITIES 


32,838 

31,222 

COMMITMENTS AND CONTINGENT LIABILITIES 




SHAREHOLDERS* EQUITY 




Common shares ($.75 par value, 1,000 shares authorized, 390.9 and 391.4 shares outstanding) 


323 

323 

Capital in excess of par value 


3,598 

3,618 

Retained income 


4,158 

3,330 

Treasury stock-at cost 


(1,702) 

(1.655) 

Minimum pension liability 


(217) 

(277) 

Deferred ESOP expense 


(204) 

(230) 

Cumulative translation adjustments 


(94) 

(164) 

TOTAL SHAREHOLDERS’ EQUITY 


5,862 

4.945 

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 


$38,700 

$36,167 


Sec accompanying notes. 
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Analysis of Consolidated Financial Condition 



ANALYSIS OF CONSOLIDATED FINANCIAL CONDITION 

I he Company's significant financial capacity and flexibility are 
exemplified by the quality and liquidity of its assets and by its ability 
to access multiple sources of capital. 

The owned credit card receivables balance of $20.% billion excludes 
credit card receivables transferred to a securitization Master Trust (“ Trust”). 
Through its subsidiary, SRTC, Inc., the Company sells securities backed 
by a portion ot these receivables to provide a funding source. In addition 
to the receivables sold to third parties, the Company transfers additional 
receivables to the securitization Trust in order to enhance the credit 
worthiness of the sold securities and to have receivables readily available 
for future securitizations. 

A summary of these balances at year end is as follows: 


millions 

1997 

1996 

1995 

Domestic: 




Managed credit card receivables 

$ 28,945 

$27,063 

$24,065 

Securitized balances sold 

( 6 , 404 ) 

(6,330) 

(4.549) 

Retained interest in transferred 




credit card receivables 

( 3 , 316 ) 

(2,260) 

(5.579) 

Other customer receivables 

161 

172 

184 

Domestic owned credit card receivables 

19,386 

18.645 

14.121 

International owned credit card receivables' 

1,570 

1,459 

1.225 

Consolidated owned credit card receivables 

$ 20,956 

520,104 

S15.346 


’ International owned credit card receivables are net of sold balances of SO. $267 and 
$52“ million in l') 1 )". 1996 and 1995, respectively. 


The credit card receivable balances are geographically diversified 
within the United States and Canada. The Company grants retail 
consumer credit based on extensive use of proprietary and commercially 
available credit histories and scoring models. The Company promptly 
recognizes uncollectible accounts and maintains an adequate allowance 

for uncollectible accounts to reflect 
losses inherent in the owned portfolio 
as of the balance sheet date. 

Merchandising inventories arc 
primarily valued on the last-in, first-out 
or TITO method. Inventories would 
have been $“ 13 million higher if valued 
on the first-in. first-out or FIFO method 
at Jan. 3, 1998. Inventories on a FIFO 
basis totaled 53.“6 billion at Jan. 3. 

1998 as compared to $3.38 billion at 
Dec. 28, 1996. The increase in inventory 
levels reflects the additional inventory 
needed to support higher sales volume 
and the addition of new Full-line and 
specialty stores. 


CAPITAL RESOURCES 

Total net funding for the Company at Jan. 3. 1998 was $2724 billion 
compared with $23.04 billion at Dec. 28, 1996, and was used primarily 
to fund the managed credit card receivables portfolio. Net funding 
includes debt reflected on the balance sheet and investor certificates 
related to credit card receivables sold through securitizations as follows: 


millions 

1997 

1996 

1995 

Short-term borrowings 

Long-term debt and capitalized lease obligations 
Securitized balances sold 

$ 5,208 
15,632 
6,404 

5 3,533 
14.907 
6.597 

$ 5,349 

11.774 
5,076 

Total funding 

$ 27,244 

525.03“ 

522,199 


In 1997. the Company utilized more short-term borrowings 
and long-term debt in its funding mix as interest rate conditions were 
favorable in the unsecured debt markets. 

The Company accesses a variety of 
capital markets to preserve flexibility and 
diversify- its funding sources. The broad 
access to capital markets also allows the 
Company to effectively manage liquidity 
and repricing risk. Liquidity' risk is the 
measure of the Company’s ability to fund 
maturities and provide for the operating 
needs of its businesses. Repricing risk is 
the impact on net income due to changes 
in interest rates. The Company’s cost of 
funds is affected bv a variety of general 
economic conditions, including the level 
and volatility of interest rates. To aid in 
the management of repricing risk, the 
Company uses off-balance sheet financial 
instruments, such as interest rate swaps 
and caps. The Company has policies 
that centrally govern the use of such 
off-balance sheet financial instruments. 

The current debt ratings of the Company appear in the table below: 



Moody's 

Investors 

Services, 

Inc. 

Standard 
& Poor’s 

Duff & 
Phelps 
Credit 
Rating Co. 

Fitch 

I RCA, 
Inc. 

Unsecured long-term debt 

A2 

A- 

A 

A 

Unsecured commercial paper 

P-1 

A-2 

D-l 

F-l 

Term securitization 

Aaa 

AAA 

AAA 

AAA 


The Company utilizes Sears Roebuck Acceptance Corp. (“$RA( "), 
a wholly-owned subsidiary, to issue commercial paper, to maintain a 
continuously offered medium-term note program, to issue intermediate- 
term notes and to issue long-term underwritten debt. SRAC issued term 
debt securities totaling $3.47 billion in 1997. SRAC" commercial paper 
outstandings were $3.23 billion and $3.32 billion at Jan. 3. 1998 and 
Dec. 28. 1996, respectively. SRAC commercial paper is supported 
by a $3.0 billion syndicated credit agreement which expires in 2002 
and $340 million in other credit agreements. 


1997 Assets 



Funding Sources at 
Year-End 1997 



Medium-Term Notes 31% 
Securitization 26% 

-. Senior Unsecured 22% 
Unsecured 

Commerc al Paper 19% 
Other 2% 
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Consolidated Statements of Shareholders Equity 


c o 




1997 

1996 

1995 

1997 

1996 

1995 



dollars in millions 


shares in thousands 


8.88% PREFERRED SHARES, FIRST SERIES 







Balance, beginning of year 

$ — 

$ 325 

$ 325 

— 

3,250 

3,250 

Retired during year 

— 

(325) 

— 

— 

(3.250) 

— 

Balance, end of year 

$ — 

$ - 

$ 325 

— 

— 

3,250 

SERIES A MANDATORILY EXCHANGEABLE 







PREFERRED SHARES (PERCS) 







Balance, beginning of year 

$ — 

$ — 

$ 1.236 

— 

— 

7,188 

Issued during year 

— 

— 

— 

— 

— 

— 

Exchanged to common shares during year 

— 

— 

(1,236) 

— 

— 

(7,188) 

Balance, end of year 

$ — 

$ — 

$ — 

— 

— 

— 

COMMON SHARES 







Balance, beginning of year 

$ 323 

$ 322 

$ 294 

430,615 

429,683 

392,310 

Conversion of PERCS 

— 

— 

27 

— 

— 

35,673 

Stock options exercised and other changes 

— 

1 

1 

— 

932 

1,700 

Balance, end of year 

323 

323 

322 

430,615 

430,615 

429,683 

CAPITAL IN EXCESS OF PAR VALUE 







Balance, beginning of year 

3,618 

3.634 

2,385 




Stock options exercised and other changes 

(20) 

(16) 

40 




Conversion of PERCS 

— 

— 

1,209 




Balance, end of year 

3,598 

3,618 

3,634 




RETAINED INCOME 







Balance, beginning of year 

3,330 

2.444 

8,918 




Net income 

1,188 

1,271 

1,801 




Preferred share dividends 

— 

(25) 

(53) 




Common share dividends ($.92, $.92 and $1.26 per share) 

(360) 

(360) 

(475) 




Distribution of The Allstate Corporation shares 


— 

(7,747) 




Balance, end of year 

4,158 

3,330 

2,444 




TREASURY STOCK—AT COST 







Balance, beginning of year 

(1,655) 

(1,634) 

(1.690) 

(39,221) 

(39,195) 

(40,570) 

Repurchased for employee stock plans 

(170) 

(164) 

— 

(3,442) 

(3,449) 

— 

Reissued under compensation plans and other changes 

123 

143 

56 

2,936 

3,423 

1,375 

Balance, end of year 

(1,702) 

(1,655) 

(1,634) 

(39,727) 

(39,221) 

(39,195) 

MINIMUM PENSION LIABILITY 







Balance, beginning of year 

(277) 

(285) 

— 




Net decrease (increase) 

60 

8 

(285) 




Balance, end of year 

(217) 

(277) 

(285) 




DEFERRED ESOP EXPENSE 







Balance, beginning of year 

(230) 

(253) 

(558) 




Reductions 

26 

23 

305 




Balance, end of year 

(204) 

(230) 

(253) 




UNREALIZED NET CAPITAL GAINS 







Balance, beginning of year 

— 

— 

32 




Net unrealized gain during the year 

— 

— 

1,176 




Distribution of The Allstate Corporation shares 

— 

— 

(1,208) 




Balance, end of year 

— 

— 

— 




CUMULATIVE TRANSLATION ADJUSTMENTS 







Balance, beginning of year 

(164) 

(168) 

(141) 




Net decrease (increase) 

70 

4 

(7) 




Distribution of The Allstate Corporation shares 

— 

— 

(20) 




Balance, end of year 


(164) 

(168) 




TOTAL COMMON SHAREHOLDERS' EQUITY 







AND SHARES OUTSTANDING 

$ 5,862 

$ 4,945 

$ 4,060 

390,888 

391,394 

390,488 

TOTAL SHAREHOLDERS' EQUITY 

$ 5,862 

$ 4,945 

$ 4,385 




See accompanying notes. 
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Notes to Consolidated Financial Statements 


S, ROEBUCK AND CO. 



I. SUMMARY OF SIG NI FIC A N T AC CO U N TI N G POLICIES 
BASIS OF PRESENTATION 

I he consolidated financial statements include the accounts of Sears, 
Roebuck and Co. (“the Company”) and all significant domestic and 
international companies in which the Company has more than a 50% 
equity ownership. Investments in companies in which the Company 
has a 20% to 50% ownership are accounted lor using the equity' method. 

1 he Allstate Corporation (“Allstate”) and Homart Development Co. 
and affiliated entities (“Homart") are presented as discontinued 
operations in 1995. 

1 he preparation of financial statements in conformity with generally 
accepted accounting principles requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities 
and disclosure of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from these estimates. 

Certain reclassifications have been made in the 1996 and 1995 
financial statements to conform with current year presentation. 

FISCAL YEAR 

1 lie Company’s fiscal year ends on the Saturday nearest Dec. 31. Unless 
otherwise stared, references to years in this report relate to fiscal years 
rather than to calendar years. 


Fiscal year 

Ended 

Weeks 

1997 

lanuary 3. 1998 

53 

19% 

December 28. 1996 

52 

1995 

December 30. 1995 

52 


MERCHANDISE SALES AND SERVICES 

Revenues from merchandise sales and services are net of returns and 
allowances and exclude sales tax. Included in merchandise sales and services 
are gross revenues from licensees of $1.39, $ 1.32 and Si .25 billion for 
1997, 1996 and 1995, respectively. 

SERVICE CONTRACTS 

I he Company sells extended service contracts with terms of coverage 
generally between 12 and 36 months. Revenue and incremental direct 
acquisition costs from the sale of these contracts are deferred and 
amortized on a straight-line basis over the lives of the contracts. Costs 
related to servicing the contracts are expensed as incurred. 

STORE PRE-OPENING EXPENSES 

Costs associated with the opening of new stores are expensed as incurred. 

EARNINGS PER COMMON SHARE 

In 1997 the Financial Accounting Standards Board (FASB) issued 
Statement of Financial Accounting Standards (SFAS) No. 128, “Earnings 
Per Share.’ I he statement is effective for financial statements for periods 
ending after Dec. 1 5, 1997 and .is such has been implemented in this 
annual report. All earnings per share data presented in these financial 
statements have been restated to conform with SFAS No. 1 28. 


Basic earnings per common share is computed based on the weighted 
average number of common shares outstanding and income less dividends 
of $25 million in 1996 and $29 million in 1995 on the 8.88% Preferred 
Shares, First Series. Diluted earnings per common share also includes the 
effect of potential common shares (dilutive stock options) outstanding 
during the period. 

CASH AND CASH EQUIVALENTS 

Cash equivalents include all highly liquid investments with maturities 
of three months or less at date of purchase. 

RETAINED INTEREST I N T RANSFERRED 
CREDIT CARD RECEIVABLES 

As part of its domestic credit card securitizations, the Company 
transfers credit card receivables to a Master Trust (“Trust”) in exchange 
for certificates representing undivided interests in such receivables. 
Effective Jan. 3, 1998 the Company reclassified, for all periods presented, 
its retained interest in transferred credit card receivables to a separate 
balance sheet account and presented the related charge-offs of transferred 
credit card receivables as a reduction of credit revenues. The retained 
interests consist of investor certificates held by the Company and the 
seller’s certificate, which represents both contractually required seller’s 
interest and excess seller's interest in the credit card receivables in the 
Trust. Retained interests are as follows: 


millions 

1997 

1996 

1995 

Investor certificates field by the Company 

$ 545 

5 522 

S 295 

Contractually required seller's interest 

697 

684 

495 

Excess seller’s interest 

2,074 

1,054 

4,789 

Retained interest in transferred 




credit card receivables 

$ 3,316 

S 2,260 

S 5,579 


1 he Company intends to hold the investor certificates and contrac¬ 
tually required seller’s interest to maturity. The excess seller’s interest is 
considered available for sale. Due to the short-term revolving nature of 
the underlying credit card receivables, the carrying value of the Company’s 
retained interest in transferred credit card receivables approximates fair 
value and is classified as a current asset. 

CREDIT CARD RECEIVABLES 

Credit card receivables arise primarily under open-end revolving credit 
accounts used to finance purchases of merchandise and services offered 
by the Company. These accounts have various billing and payment 
structures, including varying minimum payment levels and finance 
charge rates. Based on historical payment patterns, the full receivable 
balance will not be realized within one year. 

Credit card receivables are shown net of an allowance for uncol¬ 
lectible accounts. The Company provides an allowance for uncollectible 
accounts based on impaired accounts, historical charge-off patterns, 
and management judgment. 
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Notes to Consolidated Financial Statements 
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Uncollectible accounts are generally charged off automatically when 
the customer’s past due balance is eight times the scheduled minimum 
monthly payment, except that accounts may be charged oil sooner in the 
event of customer bankruptcy. Finance charge revenue is recorded until 
such time as an account is charged off. Finance charges on charged-off 
accounts arc presented as a reduction of credit revenues. 

Effective for fiscal year 1997, the Company adopted SFAS No. 125, 
“Accounting for Transfers and Servicing of Financial Assets and 
Extinguishments of Liabilities.' SFAS No. 125 requires that the Company 
recognize gains on its domestic credit card securitizations which qualify- as 
sales and that an allowance for uncollectible accounts not be maintained 
for receivable balances which are sold. Prior to adoption of SFAS No. 125, 
the Company maintained an allowance for uncollectible sold accounts as a 
recourse liability and did not recognize gains on securitizations. Adoption 
of SFAS No. 125 increased net income $136 million in 1997 

MERCHANDISE INVENTORIES 

Approximately 83% of merchandise inventories are valued at the lower 
of cost (using the last-in, first-out or LIFO method) or market using 
the retail method. To estimate the effects of inflation on inventories, 
the Company utilizes internally developed price indices. 

The LIFO adjustment to cost of sales was a credit of $17 million 
in 1997 and a charge of $19 million in 1996 and 1995. Partial liquidation 
of merchandise inventories valued under the LIFO method resulted 
in credits of $2 million and $15 million in 1997 and 1995. No layer 
liquidation credits resulted in 1996. If the first-in, first-out (FIFO) method 
of inventory valuation had been used instead of the LIFO method, 
merchandise inventories would have been $713 and $730 million higher 
at Jan. 3, 1998 and Dec. 28, 1996, respectively. 

Merchandise inventories of international operations, the Parts 
Croup, certain Sears Tire Group formats and Puerto Rico, which 
represent approximately 17% of merchandise inventories, are recorded 
at the lower of cost or market based on the FIFO method. 

PROPERTY AND EQUIPMENT 

Property and equipment is stated at cost less accumulated depreciation. 
Depreciation is provided principally by the straight-line method over 
the estimated useful lives of the related assets, generally 5 to 10 years 
for furniture, fixtures and equipment, 40 to 50 years for buildings 
and building improvements, and over the expected term of the lease or 
estimated useful lives, whichever is shorter, for leasehold improvements. 

GOODWILL 

Included in other assets is the excess of purchase price over net assets 
of businesses acquired (“goodwill"), which is amortized using the 
straight-line method over 40 years. 

INCOME TAXES 

The consolidated federal income tax return of the Company includes 
results of both the continuing businesses and discontinued operations. 
Tax liabilities and benefits are allocated among the respective businesses, 
regardless of whether or not such benefits would be currently available 
on a separate return basis. 


ADVERTISING 

Costs for newspaper, television, radio and other media advertising are 
expensed as incurred. Specialty catalog book preparation and other 
direct response advertising costs (printing costs and advertising inserts) 
are charged to expense over the expected period of future benefits. 

For specialty catalogs, amortization of costs occurs over the life of the 
catalog, not to exceed one year. For advertising inserts and other direct 
response advertising, the amortization period ranges from six months 
to five years depending on the period of future benefits. In 1997 the 
total cost of advertising charged to expense was $1.33 billion, compared 
with $1.28 billion in 1996, and $1.22 billion in 1995. I he consolidated 
balance sheets include deferred direct-response advertising costs of $68 mil¬ 
lion at Jan. 3, 1998 and $59 million at Dec. 28, 1996, which arc- 
included in other assets. 

OFF-BALANCE SHEET FINANCIAL INSTRUMENTS 

The Company utilizes various off-balance sheet financial instruments 
to manage the interest rate and foreign currency risk associated with its 
borrowings. The counterparties to these instruments are major financial 
institutions with credit ratings primarily of AA. 

Interest rate swap agreements modify the interest characteristics of 
a portion of the Company’s debt. I he differential to be paid or received 
is accrued as interest rates change and is recognized as an adjustment to 
interest expense in the statement of income. The related accrued receivable 
or payable is included in other assets or liabilities. I he fair values of the 
swap agreements are not recognized in the financial statements. 

Interest rate caps are used to lock in a maximum rate if rates rise, 
but enable the Company to otherwise pay lower market rates. I he cost of 
interest rate caps is amortized to interest expense over the life of the caps. 
Payments received due to the interest rate caps reduce interest expense. 
The unamortized cost of the interest rate caps is included in other assets. 

Gains or losses on terminations of interest rate swaps are deferred 
and amortized to interest expense over the remaining life of the original 
swap period to the extent the related debt remains outstanding. 

Financial instruments used as hedges must be effective at reducing 
the type of risk associated with the exposure being hedged and must be 
designated as a hedge at inception of the hedge contract. Accordingly, 
changes in market values of hedge instruments must be highly correlated 
with changes in market values of the underlying items being hedged. 

Any financial instrument designated but ineffective as a hedge would 
be marked to market and recognized in earnings immediately. 

EFFECT OF N E W ACCOU NTING STANDARDS 

In 1997 the FASB issued SFAS No. 130, “Reporting Comprehensive 
Income,” which requires that an enterprise report the change in its net 
assets during the period from nonowner sources, and SFAS No. 131, 
“Disclosures about Segments of an Enterprise and Related Information, 
which establishes annual and interim reporting and disclosure standards 
for an enterprises operating segments. Adoption of these statements will 
not impact the Company's consolidated financial position, results of 
operations or cash Hows, and will be limited to the form and content 
of its disclosures. Both statements are effective for fiscal years beginning 
after Dec. 15, 1997. 
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2. DISCONTINUED OPERATIONS 

Income from discontinued operations was $776 million (net of income 
tax expense of $249 million) on revenues of $1 1.5 billion in 1995 and 
represents the Company's income from Allstate and Homart that were 
previously owned. In June 1995, the Company distributed in a tax-free 
dividend to the Company’s common shareholders its 80% ownership 
interest in The Allstate Corporation. This transaction resulted in a 
noncash dividend to Sears shareholders totaling $8.98 billion. 

In July 1995, the Company completed the sale of Homart’s 
commercial office building portfolio, and in Dec. 1995, the Company 
completed the sale of the retail shopping center and community 
development businesses of Homart. No gain or loss to the Company 
resulted from these transactions. 

3. RESTRUCTURING 

In 1996, international operations selling and administrative expense 
included a $27 million pretax restructuring charge (before minority 
interest) related to Sears Canada cost containment initiatives that included 
elimination of certain positions and the closing of a warehouse and other 
support facilities. 

Included in domestic operations selling and administrative expense 
in 1995 was a $51 million pretax restructuring charge associated with 
the (.ompany’s organizational realignment. This initiative better aligned 
the Company’s structure with its current strategy, particularly the creation 
ol separate tire and auto parts divisions and the consolidation of certain 
distribution facilities. 

In 1995, the Company also reversed $62 million of pretax reserves 
related to the $2.65 billion domestic restructuring announced in 1993. 

I he reserves which were released were no longer needed due to the 
settlement of obligations and the adjustment of the carrying values of 
certain properties to be disposed of in connection with that restructuring. 


4. INCOME TAXES 

Income before income taxes was as follows: 


millions 

1997 

1996 

1995 

Domestic 

$1,980 

$2,091 

$1,727 

Foreign 

120 

14 

1 

Total 

$2,100 

$2,105 

$ 1.728 

Federal, state and foreign taxes were as 

follows: 



millions 

1997 

1996 

1995 

Federal income tax 




Current 

$ 468 

$ 720 

$ 571 

Delerred 

256 

(12) 

31 

State income tax 




Current 

75 

133 

93 

Deferred 

18 

(8) 

10 

Foreign income tax 




Current 

97 

25 

23 

Deferred 

(2) 

(24) 

(25) 

Income tax provision 

$ 912 

$ 834 

$ 703 


A reconciliation of the statutory federal income tax rate to the 
effective rate was as follows: 



1997 

1996 

1995 

Statutory federal income tax rate 

35.0% 

35.0% 

35.0 { 

State income taxes, net of federal income tax benefit 

2.9 

3.9 

3.9 

Reaffirmation charge 

1.3 

— 

— 

Sale of Sears Mexico 

1.3 

— 

— 

Other 

2.9 

7 

1.8 

Effective income tax rate 

43.4% 

39.6% 

40.7 f 


Deferred taxes based upon differences between the financial 
statement and tax bases of assets and liabilities and available tax 
carryforwards consists of: 

millions 

1997 

1996 

Deferred tax assets: 



Unearned maintenance income 

$ 435 

$ 445 

Allowance for uncollectible accounts 

493 

437 

Self insurance reserves 

35 

169 

Postretirement benefit liability 

1,059 

1.143 

Minimum pension liability 

120 

155 

Other deferred tax assets 

713 

670 

Gross deferred tax assets 

2,855 

3,019 

Less valuation allowance 

— 

— 

Total deferred tax assets 

2,855 

3,019 

Deferred tax liabilities: 



Property and equipment 

394 

336 

Prepaid pension 

96 

153 

LIFO 

132 

131 

Deferred swap termination loss 

193 

_ 

Other deferred tax liabilities 

544 

599 

Total deferred tax liabilities 

1,359 

1,219 

Net deferred taxes 

$ 1,496 

$ 1,800 


Management believes that the realization of the deferred tax assets 
is more likely than not, based on the expectation that the Company will 
generate the necessary taxable income in future periods. 

U.S. income and foreign withholding taxes were not provided on 
certain unremitted earnings of international affiliates that the Company 
considers to be permanent investments. The cumulative amount of 
unremitted income for which income taxes have not been provided totaled 
$375 million at Jan. 3, 1998. If these earnings were to be remitted, taxes 
of $94 million would be due. 

Income taxes of $886, $386, and $616 million were paid in 1997, 
1996, and 1995. respectively. 
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5. BENEFIT PLANS 

Expenses for retirement and savings-related benefit plans were as follows: 


millions 

1997 

19% 

1995 

Sears 401 (k) Profit Sharing [Man 

$ 33 

$ 31 

S 42 

Pension plans 

106 

99 

38 

Retiree insurance benefits 

(41) 

76 

185 

Other plans 

6 

8 

10 

Total 

$ 104 

S 214 

$2 7 5 


SEARS 40 I (k) PROFIT SHARING PLAN 

Most domestic employees are eligible to become members of the Sears 
401 (k) Profit Sharing Plan (“the Plan”), previously The Savings and 
Profit Sharing Fund of Sears Employees. Under the terms of the Plan, 
the Company matches a portion of the employee contributions. Ehe 
Company matching contribution is based on 6% of consolidated income, 
as defined, for the participating companies and is limited to 7 0°o of 
eligible employee contributions. The Company’s matching contributions 
were $71. $64, and $61 million in 1997, 1996, and 1995, respectively. 

The Plan includes an Employee Stock Ownership Plan ("the ESOP”) 
to prefund a portion of the Company’s anticipated contribution through 
2004. The Company provided the ESOP with a loan that was used to 
purchase Sears common shares in 1989. The purchased shares represent 
deferred compensation expense, which is presented as a reduction of 
shareholders equity and recognized as expense when the shares are allocated 
to employees to fund the Company contribution. 1 he per share cost of 
Sears common shares purchased by the ESOP in 1989 is $15.27 The 
Company uses the ESOP shares to fund the Company contribution, 
which thereby reduces expense. 

The ESOP loan bears interest at 9.2% and is repaid from dividends 
on the ESOP shares and additional cash payments provided by the 
Company. The Company has contributed cash to the ESOP annually in 
the amount equal to the ESOP s required interest and principal payments 
on the loan, less dividends received on the ESOP shares. The cash 
payments amounted to $23. $29, and $62 million in 1997, 1996, and 
1995, respectively. Ehe balance of the ESOP loan was $290 million and 
$306 million at Jan. 3, 1998, and Dec. 28, 1996, respectively. 

The reported expense is determined as follows: 


millions 

1997 

1996 

1995 

Interest expense recognized by ESOP 
l ess dividends on ESOP shares 

Cost ol shares allocated to 

$ 27 

S 29 

S 45 

(20) 

(21) 

(31) 

employees and plan expenses 

26 

23 

28 

Sears 401 (k) Profit Sharing Plan expense 

$ 33 

S 31 

S 42 


At Dec. 31, 1997, total committed to be released, allocated and 
remaining unallocated ESOP shares were 1.7, 10.8 and 13.4 million, 
respectively. AH ESOP shares are considered outstanding in the calcu¬ 
lation of earnings per share. 


PENSION PLANS 

Certain domestic full-time and part-time employees are eligible to 
participate in noncontributory defined benefit plans after meeting 
age and service requirements. Substantially all Canadian employees 
are eligible to participate in contributory defined benefit plans. Pension 
benefits are based on length of service, compensation and, in certain 
plans. Social Security or other benefits. Funding for the various plans 
is determined using various actuarial cost methods, and amounted 
to $35, $172 and $~6 million for 1997, 1996 and 1995, respectively. 

Pension expense was comprised of the following: 


millions 

1997 

1996 

1995 

Benefits earned during the period 

$ 74 

5 72 

$ 68 

Interest on projected benefit obligation 

190 

189 

181 

Actual return on plan assets 

(484) 

(322) 

(383) 

Net amortization and deferral 

326 

160 

172 

Pension expense 

$ 106 

$ 99 

$ 38 


The Company uses Oct. 31 as the measurement date lor purposes 
of determining pension plan assets and obligations. 1 he weighted average 
discount rate and rate of increase in compensation used in determining 
the actuarial present value of the projected benefit obligations were 725% 
and 4.00% in 1997, 7.75% and 4.25% in 1996 and 7.75% and 3.75% 
in 1995. The expected long-term rate of return on plan assets used in 
determining net periodic pension cost was 9.5% in 1997 1996 and 1995. 

The plans' funded status were as follows: 



1997 

1996 

accu 

millions 

Assets 

exceed 

mulated 

benefits 

Accumulated 

benefits 

exceed 

assets 

Assets 

exceed 

accumulated 

benefits 

Accumulated 

benefits 

exceed 

assets 

Actuarial present value of 

Vested benefit obligation 

$490 

$2,087 

$478 

$ 1.787 

Accumulated benefit obligation 

$491 

$2,123 

$479 

$ 1.984 

Projected benefit obligation 

(PBO) 

$556 

$2,268 

$554 

$2,123 

Plan assets at fair value, 
primarily publicly traded 
stocks and bonds 

782 

1,928 

714 

1,776 

PBO less than (in excess ol) 

plan assets 

226 

(340) 

160 

(347) 

Unrecognized net loss (gain) 

(45) 

540 

37 

636 

Unrecognized prior service 
cost (benefit) 

1 

(58) 

1 

(65) 

Unrecognized transitional asset 

(8) 

— 

(17) 

— 

Minimum pension liability 

— 

(337) 


(432) 

Prepaid (accrued) pension 
cost in the Balance Sheet at 
year end 

$ 174 

$ (195) 

$181 

$ (208) 
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The provisions of SFAS No. 87, “Employers’ Accounting For 
Pensions,” require the recognition of a minimum pension liability for each 
defined benefit plan for which the accumulated benefit obligation exceeds 
plan assets. Hie amount of minimum pension liability was $337 million at 
|an. 3, 1998 and $432 million at Dec. 28, 1996. The minimum pension 
liability in excess of unrecognized prior service cost is recorded as a reduction 
to shareholders’ equity, net of tax, of $217 million at Jan. 3, 1998 and 
$277 million at Dec. 28, 1996. 

RETIREE INSURANCE BENEFITS 

Hie Company provides certain medical and life insurance benefits for 
retired employees. Employees may become eligible for medical benefits 
if they retire in accordance with the Company’s established retirement 
policy and are continuously insured under the Company’s group medical 
plans or other approved plans for ten or more years immediately prior to 
retirement. The Company shares the cost of the retiree medical benefits 
with retirees based on years of service. Generally, the Company’s share 
i)f these benefit costs will be capped at the Company contribution calcu¬ 
lated during the first year of retirement. The Company’s postretirement 
benefit plans are not funded. The Company has the right to modify or 
terminate these plans. 

In 1997, the Company announced changes to its postretirement 
life insurance benefit plan. Retiree life insurance benefits were eliminated 
for all active associates not retired by Dec. 31, 1997. This plan change 
resulted in a one-time pretax gain of $61 million. In connection with the 
elimination of retirement life insurance benefits for active associates, the 
l Company also announced the reduction in life insurance over a ten year 
period to a maximum coverage of $3,000 for all post-1977 retirees. 

Postretirement benefit expense was comprised of the following: 


millions 

1997 1996 

1993 

Benefits earned during the period 

Interest on accumulated postretirement 
benefit obligation 

Net amortization and deferral 
hlimination of postretirement 
life insurance for active associates 

(13 $ 18 

105 123 

( 98 ) (67) 

( 61 ) 

$ 24 

188 

(27) 

Postretirement benefit expense 

(( 41 ) S 76 

$ 185 

The plans’ funded status were as follows: 

millions 

1997 

1996 

Accumulated postretirement benefit obligation 

Retirees 

Fully eligible active plan participants 

Other active plan participants 

( 1,21 1 

48 

1 1 

$ 1.495 
107 
114 

Accumulated postretirement benefit obligation 
Unrecognized gain 

Unrecognized prior service benefits 

1,270 

414 

880 

1,716 

441 

591 

Accrued postretirement benefit cost in the Balance- 
Sheet at year end 

( 2,564 

$2,748 


The weighted average discount rate used in determining the 
accumulated postretirement benefit obligation was 7.23% in 1997 
and 7.73% in 1996. 

The weighted average health care cost trend rate used in measuring 
the postretirement benefit expense is 6.0% for 1998, declining to 3.0% 
in 1999, and remaining at that level thereafter. A one percentage point 
increase in the assumed health care cost trend rate would increase the 
accumulated postretirement benefit obligation by $23 million and would 
increase the annual postretirement benefit expense by $4 million. 


6. BORROWINGS 

Short-term borrowings consisted of: 


millions 

1997 

1996 

Commercial paper 

$ 5,100 

$3,208 

Bank loans 

106 

97 

Agreements with bank trust departments 

— 

82 

Other loans (principally foreign) 

2 

146 

Total short-term borrowings 

$ 5,208 

$3,533 

Weighted average interest rate at year end 

5 . 9 % 

6.4 C 

Weighted average interest rate at year end, including 
effects of swaps and caps 

6 . 7 % 

7.33 


At Jan. 3, 1998, the Company had credit agreements totaling 
$6.10 billion. SRAC’s credit facilities totaled $3.0 billion in a syndicated 
credit agreement and $340 million in other credit agreements. Sears 
Canada had credit agreements totaling $362 million. These syndicated 
and other credit agreements provide for loans at prevailing interest rates 
and mature at various dates through April, 2002. The Company pays 
commitment fees in connection with these credit agreements. 

The Company had interest rate swap agreements that established 
fixed rates on $1.49 billion and $996 million of short-term variable rate 
debt at Jan. 3, 1998 and Dec. 28, 1996, resulting in weighted average 
interest rates of 6.9% and 8.3%, respectively. The weighted average 
maturity of agreements in effect on Jan. 3, 1998 was approximately 
14 years. The Company had no interest rate caps as of Jan. 3, 1998. In 
1996, due to interest rate caps, the Company bad a maximum weighted 
average interest rate of 9.0% on $200 million of debt at Dec. 28, 1996. 
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Long-term debt was as follows: 


millions Issue 

1997 

1996 

SEARS, ROEBUCK AND CO. 



6.25% to 9.5% Notes, due 1998 to 2004 

$ 1,250 

$ 1,550 

8.2% Extendable Notes, due 1999 

6% Debentures, $300 million face value, due 2000, 

31 

31 

effective rate 14.8% 

250 

233 

9.375% Debentures, due 201 1 

5.47% to 10.0% Medium Term Notes, 

300 

300 

due through 2021 

2,045 

3,236 

Capitalized lease obligations 

279 

211 

SEARS ROEBUCK ACCEPTANCE CORP. 



6.18%Term Loan, due 1999 

50 

715 

6.1 3% and 7.5% Notes, due 2000 to 2027 

3,099 

1,298 

5.47% to 7.26% Medium- Ierm Notes, due 1998 to 2007 6,033 

4,834 

SEARS DC CORP. 



7.81% to 9.26% Medium-Term Notes, 



due through 2012 

444 

779 

SEARS OVERSEAS FINANCE N.V. (GUARANTEED BY 



SEARS. ROEBUCK AND CO.) 

Zero Coupon Ronds, $500 million lace value. 



due 1998, effective rate 12.0% 

471 

421 

SEARS CANADA INC. 



6.55% to 11.70% Debentures, due 1999 to 2007 

421 

420 

Notes, mortgages, bonds and capitalized leases 

127 

135 

SEARS CANADA RECEIVABLES TRUST 



3.25% to 9.18% Receivables Trusts, 



due 1998 to 2006 

678 

541 

SEARS ROEBUCK DE MEXICO, S.A. DE C.V. 



Notes payable to bank due 1998 

— 

50 

OTHER SUBSIDIARIES 



Notes, mortgage and capitalized leases 

154 

153 


15,632 

14,907 

less current maturities 

2,561 

2,737 

Total long-term debt 

$13,071 

$12,170 

As of Jan. 3, 1998, long-term debt maturities 

for the next five years 

were as follows: 



millions 

1998 


$2,561 

1999 


1,420 

2000 


2,151 

2001 


2,471 

2002 


1,603 


The Company paid interest of $1.4 billion lor the year ended Jan. 3, 
1998 and $1.3 billion for the years ended Dec. 28. 1996 and Dec. 30, 

1995. Interest capitalized was $3. $5 and $4 million for the years ended 
Jan. 3, 1998, Dec. 28, 1996, and Dec. 30, 1995, respectively. 

7. LEASE AND SERVICE AGREEMENTS 

The (Company leases certain stores, office facilities, warehouses, computers 
and transportation equipment. 

Operating and capital lease obligations are based upon contractual 
minimum rates and, for certain stores, amounts in excess of these 
minimum rates are payable based upon specified percentages of sales. 
Certain leases include renewal or purchase options. Operating lease 
rentals were $439, $365 and $357 million, including contingent rentals 
of $57, $66 and $66 million, for the years ended Jan. 3, 1998, Dec. 28, 

1996, and Dec. 30, 1995, respectively. 


Minimum lease obligations, excluding taxes, insurance and other 
expenses payable directly by the Company, for leases in effect as of 
Jan. 3, 1998, were: 



Capital 

()perating 

millions 

leases 

leases 

1998 

$ 59 

$ 340 

1999 

58 

311 

2000 

58 

268 

2001 

57 

235 

2002 

53 

210 

After 2002 

765 

1,102 

Total minimum payments 

$1,050 

$2,466 

less imputed interest 

626 


Present value of minimum lease payments 

424 


less current maturities 

14 


lxmg-term obligation 

$ 410 



The Company has committed to purchase from a third party 
provider data and voice networking and information processing services 
of at least $216 million annually through 2004. Total expenses incurred 
by the Company for these services during the years 1997, 1996 and 1995 
were $361, $327 and $270 million, respectively. 

8. FINANCIAL INSTRUMENTS 

In the normal course of business, the Company invests in various financial 
assets, incurs various financial liabilities and enters into agreements involving 
off-balance sheet financial instruments. The C Company’s financial assets and 
liabilities are recorded in the consolidated balance sheets at historical cost, 
which approximates lair value. 

To determine fair value, credit card receivables are valued by 
discounting estimated future cash Hows. The estimated cash flows reflect 
the historical cardholder payment experience and are discounted at market 
rate. Ding-term debt is valued based on quoted market prices when avail¬ 
able or discounted cash flows, using interest rates currently available to 
the Company on similar borrowings. 

The Company is a party to off-balance sheet financial instruments 
to manage interest rate and foreign currency risk. These financial instru¬ 
ments involve, to varying degrees, elements of market, credit, foreign 
exchange and interest rate risk in excess of amounts recognized in the balance 
sheet. The Company generally does not require collateral or other security 
to support the off-balance sheet financial instruments with credit risk. 

Debt-related 

The Company had the following off-balance sheet financial instruments 
related to its outstanding borrowings at Jan. 3, 1998 and Dec. 28, 1996: 


1991 


millions 

Contract or 
Notional 
Amount 

lair 

Value 

(^arryinj 

Value 

Interest rate swap agreements: 

Pay floating rate, receive fixed rate 

$ 805 

$ 12 

$- 

Pay fixed rate, receive floating rate 

1.492 

(84) 

— 

foreign currency hedge agreements 

10 

(3) 

— 
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1996 

millions 

Contract or 
Notional 
Amount 

Fair ' 
Value 

Carrying 

Value 

Interest rate swap agreements: 




Pay floating rate, receive fixed rate 

$ 805 

$ 16 

$ — 

Pay fixed rate, receive floating rate 

996 

(394) 

— 

Interest rate cap agreement 

200 

— 

— 

Foreign currency hedge agreements 

110 

(4) 

— 


The Company uses interest rate swaps and caps to manage the inter¬ 
est rate risk associated with its borrowings and to manage the Company’s 
allocation of fixed and variable rate debt. For pay Boating rate, receive 
fixed rate swaps, the Company paid a weighted average rate of 5.62% 
and received a weighted average rate of 6.80% in 1997. For pay fixed rate, 
receive floating rate swaps, the Company paid a weighted average rate of 
8.53% and received a weighted average rate of 5.44% in 1997. The fair 
values of interest rate swaps and caps are based on prices quoted from 
dealers. If a counterparty fails to meet the terms of a swap or cap 
agreement, the Company’s exposure is limited to the net amount that 
would have been received, if any, over the agreements remaining life. 

Maturity dates of the off-balance sheet financial instruments 
outstanding at Jan. 3, 1998 were as follows: 


Notional amount 



Over 

millions 

1 year 2-5 years 

5 years 

Interest rate swap agreements 

$ — $1,145 

$1,152 

Foreign currency hedge agreements 

— 10 

— 


During 1997, the Company paid $633 million to terminate two 
interest rate swaps. Fhe deferred loss related to these terminations was 
$464 million at Jan. 3, 1998 and will be amortized over the remaining 
lives of the original swap period. 

Credit-related 

I he Company had outstanding domestic securitized credit card receivables 
sold of $6.40 and $6.33 billion at Jan. 3, 1998 and Dec. 28, 1996, 
respectively, for which the Company’s credit risk exposure is contractually 
limited to the investor certificates held by the Company. 

Other 

1 he Company had a financial guaranty of $87 million at Ian. 3, 1998. 

1 his guaranty represents a commitment by the Company to guarantee 
the performance of certain municipal bonds issued in connection with the 
Company’s headquarters building. No amounts were accrued in the 
balance sheet for any potential loss associated with this guaranty at 
Jan. 3, 1998 and Dec. 28, 1996. 


9. SIGNIFICANT GROUP CONCENTRATIONS OF CREDIT RISK 

The Company grants credit to customers throughout North America. 

The five states in which the Company had the largest amount of managed 
credit card receivables were as follows: 


millions 

1997 

1996 

California 

$2,966 

$2,680 

Texas 

2,368 

2,191 

Florida 

2,1 14 

1.982 

New York 

1,706 

1,552 

Pennsylvania 

1,522 

1,478 


10. LEGAL PROCEEDINGS 

On Jun. 3, 1997, the Company entered into a settlement of the 
consolidated debtor class action lawsuits filed in the United States 
Bankruptcy and District Courts for the District of Massachusetts by 
certain current and former credit card holders of the Company who 
had declared personal bankruptcy (the “Settlement”). These lawsuits 
alleged that the Company had violated the United States Bankruptcy 
Code and consumer protection laws in various states through activities 
related to certain debt reaffirmation agreements. During the second 
quarter of 1997, the Company entered into consent decrees with 
Attorneys General in all fifty states and with the Federal Trade 
Commission relating to these matters. Fhe consent decrees with the 
States’ Attorneys General require the Company, among other things, 
to establish funds aggregating $40 million to be shared among the 
states and used in part for consumer education. A federal civil and 
criminal investigation of these matters is ongoing. 

On Oct. 28, 1997, at a joint fairness hearing before the United States 
Bankruptcy and the District Courts for the District of Massachusetts, the 
courts approved the Settlement. The Settlement required, among other 
things, the Company to pay the debtors the amounts collected pursuant to 
reaffirmation agreements that were not filed with the bankruptcy courts, 
including finance charges, plus 10% interest, and to undergo a review of 
its credit bankruptcy reaffirmation procedures. In addition, outstanding 
balances relating to unfiled debt reaffirmation agreements were written off. 
The Company will also establish a $25 million fund to be distributed to 
the debtors participating in the Setdement. 

Six purported shareholders’ derivative actions have been filed on behalf 
of the Company against its directors and certain of its officers, alleging 
breach of fiduciary duty for failing to prevent the improper handling of 
certain of the Company’s debt reaffirmation agreements. The complaints 
seek unspecified damages and attorneys’ fees and expenses. Five of the 
six, which were filed May 14, 1997, Jun. 1 1, 1997, Jun. 27, 1997, 

Sept. 11, 1997, and Nov. 5, 1997 have been consolidated in the Supreme 
Court of the State of New York for the County of New York. The 
remaining case, which was filed on Dec. 17, 1997 in the Chancer)' Court 
of the State of Illinois, Cook County, has been stayed pending resolution 
of the New York consolidated action. I he Company has reached an 
agreement in principle to settle all six of these derivative actions, subject 
to court approval at a hearing which has been set for May 7, 1998. 

On Oct. 9, 1997, the Company reached an agreement in principle 
to settle several consolidated securities class action lawsuits against the 
Company and one of its officers in the United States District Court for 
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the Northern District of Illinois. The amended consolidated complaint 
alleges violations of the Securities Exchange Act of 1934 for failure to 
disclose the bankruptcy collection practices described above in periodic 
filings with the Securities and Exchange Commission prior to Apr. 10, 1997. 

The (Company recorded a pretax charge of $473 million ($320 million 
on an after-tax basis) in the second quarter for the estimated cost for the 
matters referred to above, including other related expenses. I bis estimate is 
based on management’s assumptions as to the ultimate outcome of future 
events and actual results could differ from this estimate. As such, it is 
possible that additional costs relating to the civil and criminal investigation 
referred to above could lx- incurred that are material to operating results for the 
period in which such investigation is resolved. I lowever, in the opinion of 
management, such possible additional costs are not expected to have a material 
effect on financial position, liquidity or capital resources of the Company. 

The Company is subject to various other legal and governmental 
proceedings pending against the Company, many involving routine 
litigation incidental to the businesses. Other matters contain allegations 
that are nonroutine and involve compensatory, punitive or antitrust 
treble damages claims in very large amounts, as well as other types of 
relief. The consequences of these matters are not presently determinable 
but, in the opinion of management of the Company after consulting with 
legal counsel, the ultimate liability in excess of reserves currently recorded 
is not expected to have a material effect on annual results of operations, 
financial position, liquidity or capital resources of the Company. 

I I . ACQUISITION OF BUSINESS 

During 1996, the Company acquired all the outstanding stock of 
Orchard Supply 1 lardware Stores Corporation (“Orchard”) for $309 mil¬ 
lion. Orchard is engaged in the operation of more than 60 hardware stores 
in California. I’he acquisition was recorded using the purchase method of 
accounting and resulted in gtxtdwill of approximately $220 million, which 
is included in other assets. Orchards results of operations are not material 
to the Company's consolidated results of operations. 

I 2. OTHER INCOME 

In 1997, the Company sold its 30% equity interest in Advantis, a joint 
venture between IBM and the Company, to IBM. This transaction 
resulted in a pretax gain of $150 million and is recorded in other income. 

Also in 1997, the Company completed the sale of 60% of the 
outstanding shares of Sears, Roebuck de Mexico, S.A. de C.V. to Crupo 
Carso S.A. de C.V. The sale resulted in a pretax loss of $21 million and 
is reflected in other income. 


13. EARNINGS PER SHARE 


millions, except earnings per share 

1997 

19% 

1995 

Income from continuing operations 

Less: dividends on preferred shares 

$1,188 

$1,271 

25 

$1,025 

29 

Income available to common shareholders* 

$1,188 

$1,246 

$ 996 

Average common shares outstanding 

Famines per share baste 

Dilutive stock options 

391.6 
$ 3.03 
6.2 

391.8 
$ 3. Id 
7.3 

389.4 
S 2.56 
4.6 

Average common and common 
equivalent shares outstanding 

397.8 

399.1 

394.0 

Earnings per share diluted 

$ 2.99 

$ 3.12 

S 2.53 


• Income available to common shareholders is the same for purposes of calculating basic 
and diluted KPS. 


Options to purchase 4.7 million and .7 million shares of common 
stock at prices ranging from $47 to $64 and $48 to $52 per share were 
outstanding at Jan. 3, 1998 and Dec. 28, 1996, respectively, but were 
not included in the computation of diluted EPS because the options 
exercise prices were greater than the average market price of the common 
shares. In 1995, all options outstanding were included in the compu¬ 
tation of diluted EPS. 

14. SHAREHOLDERS’ EQUITY 
DIVIDEND PAYMENTS 

Certain indentures relating to the long-term debt of Sears, Roebuck and 
Co., which represent the most restrictive contractual limitation on (In¬ 
payment of dividends, provide that the Company cannot take specified 
actions, including the declaration of cash dividends, that would cause 
its consolidated unencumbered assets, as defined, to fall below 150% 
of its consolidated liabilities, as defined. At Jan. 3, 1998, approximately 
$3.3 billion could be paid in dividends to shareholders under the most 
restrictive indentures. 

PREFERRED SHARES 

In Nov. 1996, the (Company redeemed all the 8.88% Preferred Shares 
at a redemption price of $25 per depository share plus accrued dividends 
to the redemption date. 

The Company exchanged the Series A Mandatorily Exchangeable 
Preferred Shares for common shares on Mar. 20, 1995. I folders of 
depository shares received 1.24 common shares for each depository 
share. The total number of common shares delivered upon exchange 
was 35.7 million. 

SHARE REPURCHASE PROGRAM 

On Mar. 13, 1996, the Board of Directors approved a two-year 
common share repurchase program for the purpose of acquiring shares 
for distribution under employee stock-based incentive plans. I he 
program was extended by the Board of Directors on Feb. 3, 1998 for an 
additional two years and authorizes the Company to cumulatively acquire 
up to 20 million Sears common shares on the open market. I hrough 
Jan. 3, 1998, 6.9 million common shares have been acquired under 
the repurchase program. 

15. STOCK BASED COMPENSATION 

STOCK OPTION PLANS 

Options to purchase common stock of the Company have been granted 
to employees under various plans at prices equal to the fair market value 
of the stock on the dates the options were granted. Options are generally 
exercisable in not more than four equal, annual installments beginning 
one year after the date of grant, and generally expire in 10 or 12 years. 

Additionally, certain options were granted with performance based 
features that require the (Company share price to reach specified targets 
at three- and five-year intervals from the grant date to be earned. I he 
Company had 1.4 million performance based options outstanding at 
the end of 1997, all of which were granted in 1997. Subject to the 
satisfaction of the performance-based features, these performance based 
options vest 50% in year five, 25% in year six and 25% in year seven. 

No compensation expense has been recognized because the exercise price- 
exceeded the Company share price at year end. 
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I he Company measures compensation cost under APB Opinion 
No. 25. Accordingly, no compensation cost has been recognized for its 
fixed stock option plans. In accordance with SPAS No. I 23, “Accounting 
tor Stock-Based Compensation," the fair value of each option grant is 
estimated on the date of grant using the Black-Scholes option-pricing 
model. The following assumptions were used during the respective 
years to estimate the fair value of options granted: 



1997 

19% 

1995 

Dividend yield 

1.59% 

1.86% 

3.08% 

Expected volatility 

28% 

28% 

I-* 

GO 

Risk-tree interest rate 

6.1 9% 

6.23% 

6.43% 

Expected life ol options 

6 years 

6 years 

6 years 


I he following table summarizes information about stock options 
outstanding at Jan. 3, 1998: 


Options Outstanding Options Exercisable 


Weighted-Avg. 


Range of Number 

Exercise Outstanding 

Prices at 01/03/98 

Remaining 
Contractual 1 ife 

in Years 

Weigh tcd-Avg. 
Exercise 
Price 

Number 
Exercisable 
at 01.03/98 

Weighted-Avg. 

Exercise 

Price 

SI0.00 tos20.00 

1,719 

6.0 

SI 5.88 

1,614 

SI 5.63 

20.01 to 30.00 

7,467 

8.4 

24.22 

4,906 

24.16 

30.01 to 40.00 

1.179 

9.7 

31.92 

770 

31.92 

40.01 to 50.00 

1,277 

9.1 

48.40 

230 

48.65 

50.01 to 64.00 

3,513 

9.5 

59.80 

4 

50.85 

$10.00 to S64.00 

15,155 

8.5 

$34.16 

7,524 

$23.89 


Had compensation cost for the Company’s stock option plans been 
determined consistent with SPAS No. 123, the Company’s net income 
and earnings per share would have been reduced to the pro forma 
amounts indicated below: 


millions, except earnings net share 




1997 

1996 

1995 

Net income - as reported 



$ 1,188 

SI,271 

SI.801 

Net income - pro forma 




1,174 

1.264 

1.798 

Earnings per share - basic 







As reported 




3.03 

3.18 

4.55 

Pro forma 




3.00 

3.16 

4.54 

Earnings per share - diluted 







As reported 




2.99 

3.12 

4.50 

Pro forma 




2.95 

3.10 

4.49 

Changes in stock o 

prions were as toll 

ows: 




shares in thousands 


1997 


1996 


1995 



Weighted 


Weighted 


Weighted 



Average 


Average 


Average 



Exercise 


Exercise 


Exercise 


Shares 

Price 

Shares 

Price 

Shares 

Price 

Beginning balance 

14,389 

$25.00 

18.T21 

$22.83 

11.523 

$40.08 

11 ranted 

4,165 

58.23 

750 

48.65 

3,018 

27.52 

Exercised 

(2,832) 

23.67 

(4,358) 

19.71 

(3.121) 

25.14 

Canceled or expired 

(567) 

31.17 

(724) 

25.12 

(1.319) 

30.13 

Adjustment due to 







Allstate distribution 

— 

— 

— 

— 

8,620 

21.84 

1 .tiding balance 

15,155 

$34.16 

14,389 

S25.00 

18.721 

S22.83 

Reserved for future 







grant at year end 

12,840 


16,655 


16,795 


Exercisable 

7,524 

$23.89 

6,560 

S22.65 

6,812 

S19.43 

Fair value of options 







granted during the year 


$17.98 


Si 6.33 


Si 0.63 


ASSOCIATE STOCK PURCHASE PLAN 

On May 8, 1997, the shareholders approved the Company’s Associate 
Stock Ownership Plan (ASOP). The ASOP allows eligible employees 
the right to elect to use up to 10% of their eligible compensation to 
purchase Sears common stock on a quarterly basis at the lower of 83% 
of the fair market value at the beginning or end of each calendar quarter. 
The maximum number of shares of Sears common stock available under 
the ASOP is ten million. I he first purchase period began Jan. 1. 1998, 
and accordingly no shares were issued under the ASOP in 1997. 


16. SUMMARY OF SEGMENT DATA 

1 he Company operates primarily in the retailing industry. A summary 
by segment is as follows: 


millions 

1997 

1996 

1995 

REVENUES 

Domestic operations 

$37,808 

534,676 

S31,468 

International operations 

3,488 

3,388 

3,367 

Total 

$41,296 

S 38,064 

$34,835 

OPERATING INCOME 

Domestic operations 

$ 1,852 

S 2,094 

S 1,729 

International operations 

142 

(ID 

(24) 

Total 

$ 1,994 

S 2,083 

S 1,705 

NET INCOME (LOSS) 

Domestic operations 

$ 1,203 

S 1.270 

S 1,055 

International operations 

(15) 

(5) 

(30) 

Discontinued operations 

— 

— 

776 

Total 

$ 1,188 

S 1,271 

S 1.801 

ASSETS 

Domestic operations 

$35,899 

533,228 

$30,519 

International operations 

2,801 

2,939 

2,611 

Total 

$38,700 

$36,167 

S 33.130 
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Management's Report 


I’he financial statements, financial analyses and all other information 
were prepared by management, which is responsible lor their integrity and 
objectivity. Management believes the financial statements, which require 
the use of certain estimates and judgments, fairlv and accurately reflect the 
financial position and operating results of Sears, Roebuck and Co. (“the 
Company”) in accordance with generally accepted accounting principles. 
All financial information is consistent with the financial statements. 

Management maintains a system of internal controls that it 
believes provides reasonable assurance that, in all material respects, assets 
are maintained and accounted for in accordance with management's 
authorizations and transactions are recorded accurately in the books and 
records. The concept of reasonable assurance is based on the premise that 
the cost of internal controls should not exceed the benefits derived. To 
assure the effectiveness of the internal control system, the organizational 
structure provides for defined lines of responsibility and delegation of 
authority. I he Company’s formally stated and communicated policies 
demand of employees high ethical standards in their conduct of its 
business. I hese policies address, among other things, potential conflicts 
of interest; compliance with all domestic and foreign laws, including 
those related to financial disclosure; and the confidentiality of proprietary 
information. As a further enhancement of the above, the Company’s 
comprehensive internal audit program is designed tor continual 
evaluation of the adequacy and effectiveness of its internal controls 
and measures adherence to established policies and procedures. 

Deloitte & louche m\ independent certified public accountants, 
have audited the financial statements of the Company, and their report 
is presented below. Their audit also includes a study and evaluation of 
the Company’s control environment, accounting systems and control 
procedures to the extent necessary to conclude that the financial 



statements present fairly the company’s financial position and results of 
operations. The independent accountants and internal auditors advise 
management of the results of their audits, and make recommendations to 
improve the system of internal controls. Management evaluates the audit 
recommendations and takes appropriate action. 

I he Audit Committee of the board of Directors is comprised entirely 
of directors who are not employees of the Company. I he committee 
reviews audit plans, internal control reports, financial reports and related 
matters and meets regularly with the Company's management, internal 
auditors and independent accountants. I he independent accountants 
and rhe internal auditors advise the committee of any significant matters 
resulting from their audits and have free access to the committee without 
management being present. 



Chairman and Chief Executive Officer 






Gary L. Crittenden 

Executive Vice President and Chief Financial Officer 




James A. Blanda 

Vice President and Controller 


Independent Auditors Report 


TOTHE SHAREHOLDERS AND BOARD OF DIRECTORS 
SEARS, ROEBUCK AND CO. 

We have audited the accompanying Consolidated Balance Sheets of 
Sears, Roebuck and Co. as of January 3, 1998 and December 28, 1996, 
and the related Consolidated Statements of Income, Shareholders’ Equity, 
and Cash Flows for each of the three years in the period ended January 3, 
1998. These financial statements are the responsibility of the Company’s 
management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance with generally accepted 
auditing standards. Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in 
the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation. We believe 
that our audits provide a reasonable basis tor our opinion. 


In our opinion, such consolidated financial statements present 
fairly, in all material respects, the financial position of Scars, Roebuck 
and Co. as of January 3, 1998 and December 28, 1996, and the results 
of its operations and its cash Hows tor each of the three years in the 
period ended January 3, 1998 in conformity with generally accepted 
accounting principles. 

As described in Note 1 to the consolidated financial statements, 
effective January 1, 1997 the Company changed its method of accounting 
for sales of securitized accounts receivable as required by Statement of 
Financial Accounting Standards No. 123, “Accounting for transfers 
and Servicing of Financial Assets and Extinguishments of I ’labilities.” 

1 /i-t-P 
Deloitte &c Touche 111 - 
Chicago, Illinois 
February 20, 1998 
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Five-Year Summary of Consolidated Financial Data 



millions, except per common share and shareholder data 

1997 

1996 

1995 

1994 


1993 

OPERATING RESULTS 

Revenues 

$ 41,296 

S 38,064 

S 34,835 

$ 33.021 

S 

30,427 

Costs and expenses 

39,302 

35,981 

33,130 

30,288 


28,265 

Interest 

1,409 

1,365 

1,373 

1,279 


1,318 

Operating income 

1,994 

2,083 

1,705 

1,454 


844 

Other income 

106 

22 

23 

17 


110 

Income before income taxes 

2,100 

2,105 

1,728 

1,471 


954 

Income taxes 

912 

834 

703 

614 


329 

Income from continuing operations 

1,188 

1,271 

1,025 

857 


625 

Income from discontinued operations 

— 

— 

776 

402 


1,960 

Extraordinary gain (loss) 

— 

— 

— 

195 


(211) 

Net income 

1,188 

1,271 

1,801 

1,454 


2,374 

FINANCIAL POSITION 

Retained interest in transferred credit card receivables 

$ 3,316 

$ 2,260 

$ 5,579 

$ 3,543 

$ 

2,947 

Credit card receivables, net 

19,843 

19,303 

14,527 

14,658 


12,959 

Property and equipment, net 

6,414 

5,878 

5,077 

4,253 


4,401 

Merchandise inventories 

5,044 

4,646 

4,033 

4,044 


3,518 

Net assets of discontinued operations 

— 

— 

— 

7,231 


8,701 

Total assets 

38,700 

36,167 

33,130 

37,312 


37,911 

Short-term borrowings 

5,208 

3,533 

5,349 

6,190 


4,636 

Long-term debt 

15,632 

14,907 

11,774 

9,985 


10,790 

Total debt 

20,840 

18,440 

17,123 

16,175 


15,426 

Percent of debt to equity 

356% 

373% 

391% 

453% 


521% 

Shareholders’ equity 

$ 5,862 

$ 4,945 

S 4,385 

$ 10,801 

$ 

11,664 

SHAREHOLDERS’ COMMON SHARE INVESTMENT 

Book value per common share (year end) 

$ 15.00 

$ 12.63 

S 10.40 

$ 29.78 

$ 

32.32 

Shareholders 

235,336 

243,986 

256,624 

262,387 

291,320 

Average common and equivalent shares outstanding 

398 

399 

394 

389 


383 

Earnings per common share - diluted 

Income from continuing operations 

$ 2.99 

$ 3.12 

S 2.53 

$ 2.13 

$ 

1.56 

Income from discontinued operations 

— 

— 

1.97 

1.03 


5.12 

Extraordinary gain (loss) 

— 

— 

— 

0.50 


(0.55) 

Net income 

2.99 

3.12 

4.50 

3.66 


6.13 

Cash dividends declared per common share 

$ .92 

S .92 

S 1.26 

S 1.60 

$ 

1.60 

Cash dividend payout percent 

30.8% 

29.5% 

28.0% 

43.7% 


26.1% 

Market price- common share (high-low) 

65/4 - 38 3 / 4 

53% -38/4 

60- 30 

55/8-42/8 

60/8- 39% 

Closing market price at December 31 

45/4 

46 

39 

46 


52% 

Pricc/carnings ratio (high-low) 

22-13 

17-12 

16- 12 

15-12 


10-7 

Operating results and financial position reflect as discontinued operations the following entities and the 
Dean Witter, Discover & Co. - 1993. Coldwell Banker residential services businesses - 1993. 

year of disposition: Allstate - 1995, Homan - 

1995. 




The percent of debt to equity is calculated using equity from continuing operations. 

The 1995 price/earnings ratio was calculated on a continuing operations basis. 

Stock prices have not been restated to reflect the Allstate and Dean Witter distributions. 
Certain prior year information has been reclassified to conform with current year presentation. 
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Quarterly Results 


(UNAUDITED) 




first 

Quarter 

Second Quarter 

Thit 

d Quarter 

Fourth Quarter 


Year 

millions, except per common share data 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

Revenues 

$ 8,733 

$7,946 

$ 9,701 

$9,083 

$ 9,781 

$9,025 

$ 13,081 $1 

2,010 

$ 41,296 

$38,064 

Operating income 

357 

246 

121 

436 

592 

446 

924 

955 

1,994 

2,08i 

Net income 

182 

151 

1 17 

274 

353 

279 

536 

567 

1,188 

1,271 

Earnings per common share - diluted 

0.46 

0.36 

0.29 

0.67 

0.89 

0.68 

1.35 

1.42 

2.99 

3.12 

Excluding impact of noncomparable items 
Operating income 

294 

246 

538 

436 

508 

446 

884 

955 

2,224 

2,083 

Net income 

179 

151 

311 

274 

301 

279 

512 

567 

1,303 

1,271 

Earnings per common share - diluted 

0.45 

0.36 

0.78 

0.67 

0.76 

0.68 

1.29 

I 12 

3.27 

3.12 


1997 nontomparablc items consist of the credit reaffirmation charge, implementation of SFAN No. 12N the 'tiles of the ( omp.invs interests in Scars Mexico and Advantis. 

the Parts America conversion, and the postretiremen! life insurance gain. 

The fourth quarter pretax UFO adjustments were credits of $47 and $2~ million in 199“ and 1996. compared with charges of $30 and S it' million lor the first nine months 
of the respective years. 

Idtal of quarterly earnings per common share may not equal the annual amount because net income per common share is calculated independently for each quarter. 

Certain quarterly information has been reclassified to conform with vear-end presentation. 


Common Stock Market Information and Dividend Highlights 



First Quarter 

Second Quarter 

Third Quarter 

fourth Quarter 


Year 

dollars 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

Stock price range 

High 

56/4 

517s 

54 3 /a 

537k 

65/4 

49/s 

57/s 

51/4 

65/4 

537s 

1 -OVV 

44/2 

38/t 

45 

46/4 

54 

397s 

38/4 

44 

38/4 

38'/. 

Close 

50/e 

48/4 

53/4 

4 8 V» 

5 6 15 /16 

44 Mi 

46/16 

47/s 

46/i 

6 47/s 

( ash dividends declared 

0.23 

0.23 

0.23 

0.23 

0.23 

0.23 

0.23 

0.23 

0.92 

0.92 

Stuck price ranges are tor the 

New fork Stock Exchange (trading symbol — S). which 

is the princi 

pal market 

for the (iompany's common sun 

k. 





I he number of registered common shareholders at Feb. 28. 1998 was 231.129. 

In addition to the New York Stock Exchange, the (Tmpany s common stock t' listed on the following exchanges: C hicago Pacific. San I r.mcixco: 1 undon. England; 
Amsterdam. The Netherlands; and Swiss, EBS. 


R^IcLvkct Risk (UNAUDITED) 

The following table provides information about the Company's derivative financial instruments and other financial instruments that are sensitive to changes in the interest rates in the l tilted States 
The Company's policy is to manage interest rate risk through the strategic use of fixed rate debt, variable rate debt, and interest rate derivatives I he counterparties to the derivative agreements are 
major financial institutions with credit ratings primarily of A A. thereby minimizing the risk of credit loss for interest rate derivatives, the table presents notional amounts and weighted average 
interest rates by contractual maturity dates. Weighted average variable rates arc based on rates in effect at the most recent reset date. Ml items described in the table below are non-trading. 


There fair 


dollars in millions, except percent 

1998 

1999 

2000 

2001 

2002 

after 

Total 

Value 

Liabilities: 









Commercial paper 

5,100 

— 

— 

— 

— 

— 

5,100 

5,100 

Average interest rate 

5.89% 

— 

— 

— 

— 

— 



Bank loans 

108 

— 

— 

— 

— 

— 

108 

108 

Average interest rate 

5.92% 

— 

— 

— 

— 

— 



Long-term debt, including current portion 









Fixed rate amount 

2.297 

1.321 

2,108 

2.453 

1,588 

5,086 

14.853 

15,501 

Average interest rate 

8.91% 

7.61% 

7.67% 

6.76% 

6.94% 

7.05% 



Variable rate amount 

250 

80 

25 

— 

— 

— 

355 

355 

Average interest rate 

5.71% 

5.66% 

5.89% 






Interest rate derivative financial instruments related to debt: 









Pav Boating rate, receive fixed rate 

— 

5A5 

250 




805 

12 

Average pay rate 

— 

5.72% 

5.72% 

— 


— 



Average receive rate 

— 

6.85% 

6.87% 

— 

— 

— 



Pay fixed rate, receive floating rate 

— 

70 

200 


70 

1,152 

1,492 

(84 

Average pay rate 

— 

9.40% 

7.05% 

— 

9.54% 

6.50% 



Average receive rate 

— 

4.01% 

5.81% 


4.01% 

5.81% 




a: 
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Executive Officers 

Arthur C. Martinez 

58, chairman, president and chief executive officer 
since 1995. Chairman and chief executive officer 
of the former Merchandise Group 1992-1995; 
vice chairman and director of Saks Fifth Avenue 
1990-1992. 

Paul A. Baffico 

51, president of Sears Automotive Group since 
1993. Vice president - product services 1992-1993. 

John H. Costello 

50, senior executive vice president - general 
manager, marketing since 1993. President and 
chief operating officer of Nielsen Marketing 
Research. USA 1988-1993. 

Gary L. Crittenden 

44. executive vice president and chief financial 
officer since 1997. President of Sears Hardware 
Stores 1996-1997; executive vice president of 
strategic business planning 1996; senior vice 
president and chief financial officer of Melville 
Corporation 1994-1996; executive vice president 
and chief financial officer of Filene's Basement 
1992-1994 


S E 


Alan J. Lacy 

44. president of Sears Credit since 1997. 
Executive vice president and chief financial 
officer 1995-1997; senior vice president of finance 
1994-1995; vice president of Financial Services 
and Systems and president of Philip Morris 
Capital Corporation 1993-1994. 


Michael D. Levin 

55. senior vice president, general counsel and 
secretary since 1996. Partner of Latham & Watkins 
1982-1996. 

Robert L. Mettler 

57. president, merchandising - full-line stores 
since 1996 President of apparel and home fashions 
1993-1996; president and chief executive officer 
of Robinson's Department Stores 1987-1993. 


William G. Pagonis 

56. executive vice president - logistics since 
1995. Senior vice president 1993-1995. Retired 
Lieutenant General, U.S. Army. 


Anthony J. Rucci 

47. executive vice president - administration 
since 1993 and chairman of Sears de Mexico 
1995-1997. Senior vice president of strategy 
and business development at Baxter International 
1992-1993. 


William L. Salter 

54. president - home stores since 1996. President 
of hardlines 1995-1996; vice president and general 
manager of home appliances and electronics 
1993-1995. 


Joseph A. Smialowski 

49. senior vice president and chief information 
officer since 1996. Vice president 1993-1996; 
partner at Price Waterhouse 1984-1993. 

Allan B. Stewart 

55, president - stores since 1993. Senior executive 
vice president retail store operations 1989-1993. 

Jane J. Thompson 

46. president - Sears home services since 1995. 
Executive vice president and general manager 
of Sears Credit and chairman and chief 
executive officer of Sears National Bank 
1993-1995. 
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Board of Directors 



FT* 


\ -V i 

r , * gf 

! *• 


•• iS* 




& 


1*1 


4 f t r 


I i 


B B « w P 


Warren L. Batts 1.3.4 
65. chairman and chief executive 
officer ofTupperware Corporation 
from 1996 until his retirement in 1997, 
chairman of Premark International, Inc 
from 1996 until his retirement in 1997, 
chairman and chief executive officer 
of Premark 1986-1996 Director. 

The Allstate Corporation. Cooper 
Industries. Inc and Sprint Corporation 
Sears director since 1986 

Alston D. Correll, Jr. 1.2 

56. chairman, chief executive officer 
and president of Georgia-Pacific 
Corporation since 1993; president 
and chief operating officer 1991-1993 
Director. SunTrust Banks. Inc. and The 
Southern Company Sears director 
since 1996 

Michael A. Miles 2.3.4 
58. chairman 3nd chief executive officer 
of Philip Morns Companies Inc. from 
1991 until his retirement in 1994 
Director.The Allstate Corporation; 
Morgan Stanley, Dean Witter. Discover 
& Co.; Dell Computer Corporation; 
and Time Warner Inc. Sears director 
since 1992 


Pictured from left to right: 
Clarence B. Rogers, Jr. 
Michael A. Miles 
Patrick C. Ryan 
Hall Adams, Jr. 

Dorothy A. Terrell 
Arthur C. Martinez 
Richard C. Notebaert 
Donald H. Rumsfeld 
Warren L. Batts 
Brenda C. Barnes 
Alston D. Correll, Jr. 

Hugh B. Price 


Arthur C. Martinez 3 

58, chairman, president and chief 
executive officer since 1995; chairman 
and chief executive officer of the 
former Merchandise Group 1992- 
1995; vice chairman and director of 
Saks Fifth Avenue 1990-1992. Director, 
Ameritech Corporation and Amoco 
Corporation Sears director since 1995 

Hall Adams, Jr. 1.4 

64. chairman and chief executive 
officer of Leo Burnett Company. Inc. 
from 1987 until his retirement in 
1992; director since 1977. Director. 
The Dun & Bradstreet Corporation 
and McDonald's Corporation. 

Sears director since 1993 

Brenda C. Barnes I 

44, former president and chief 
executive officer of PepsiCola North 
America 1996-1998; chief operating 
officer 1993-1996 Director. Avon 
Products. Inc Sears director since 1997 


Richard C. Notebaert 1,4 

50. chairman, president and chief exec¬ 
utive officer of Ameritech Corporation 
since 1994; president and chief operating 
officer 1993-1994; vice chairman 1993. 
president of Ameritech Services, Inc, 
1992-1993 Sears director since 1996 

Hugh B. Price 4 

56. president and chief executive 
officer of the National Urban League 
since 1994; vice president of 
Rockefeller Foundation 1988-1994 
Director. Bell Atlantic Corporation and 
Metropolitan Life Insurance Company 
Sears director since 1997. 

Clarence B. Rogers, Jr. 2* 3.4 

68. chairman of Equifax Inc. since 1992. 
chief executive officer 1989-1995 
Director. ChoicePoint, Inc.. Briggs & 
Stratton Corporation. Morgan Stanley. 
Dean Witter. Discover & Co., Oxford 
Industries. Inc.; and Teleport Communi¬ 
cations Group Sears director since 1980 


Donald H. Rumsfeld 2.3.4 
65. chairman of Gilead Sciences, Inc 
since 1997; chairman, president and 
chief executive officer of General 
Instrument Corporation 1990-1993 
Director. AAB AB. Gulfstream 
Aerospace Corporation. Kellogg 
Company and Tribune Company 
Sears director since 1977 

Patrick G. Ryan 2 

60, chairman and chief executive 
officer of Aon Corporation since 
1990. president and chief executive 
officer since 1982. Director, Tribune 
Company Sears director since 1997 

Dorothy A. Terrell 1.2 

52. president, services group and 
senior vice president, corporate 
operations. Natural MicroSystems 
Corporation since 1998, president 
of SunExpress. Inc. and corporate 
executive officer of Sun Microsystems, 
Inc 1991-1997 Director. General 
Mills. Inc.. Herman Miller. Inc., 
and Massachusetts Technology 
Development Corporation Sears 
director since 1995. 

Committee Membership 
I Audit Committee 
2. Compensation Committee 

3 Executive Committee 

4 Nominating Committee 
■' Chairman of Committee 

Note: 

Nancy C Reynolds, senior 
consultant to The Wexler Group, 
a unit of Hill and Knowlton. Inc., 
retired from the Sears Board of 
Directors on June 26. 1997 
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For shareholder information 
call Sears toll-free at: 
1-800-SEARS-80 (1-800-732-7780) 


Full service is available Monday through 
Friday, 8 a. m. to 7 p. m. Eastern Time. 
Automated service is available 
24 hours a day\ seven days a week. 


Here are the options you will 
hear when you call: 



Information about Sears Direct Purchase Stock Plan. 


a 


Information regarding your shareholder account, 
investment plan, stock certificate or dividend check. 



How to request recent copies of 
the company’s financial reports. 



Sears most recent stock price information. 



Other financial information. 



Repeat the menu options. 


TEAR ALONG PERFORATION AND SAVE 














You can buy 
Sears common stock 
directly through 
Sears Direct Purchase 
Stock Plan 


Features 


Purchase stock directly from Sears with a $500 initial 
investment, up to $150,000 annually. Make additional 
investments of as little as $50 weekly. 

Build your investment by making additional purchases 
by check, money order, or automatic deductions from 
your checking or savings account. 

Reinvest all, part, or none of your dividends. Receive cash 
dividend payments through direct deposit or by check. 

Sell shares held through the plan with a phone call. 

Transfer shares, make gifts of shares, deposit your stock 
certificate for safekeeping, or request a certificate for 
whole shares at any time. 


Benefits 


Shares purchased for your account are held in elec¬ 
tronic safekeeping by First Chicago Trust Company, 
the plan administrator. 

Funds are fully invested through the purchase of full 
and fractional shares. 

You will receive shareholder reports and publications. 

Transaction costs are considerably less than those 
of a broker. 

The plan is entirely voluntary. 

This communication shall not constitute an offer to sell or a solicitation 
of an offer to buy. Please read the prospectus before investing or 
sending money. 

Call I-800-SEARS-80 (1-800-732-7780) 
to inquire about the plan. 

Call I-888-SEARS-88 (1-888-73 2-7788) 
to request plan materials. 
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Company Information 


Headquarters 

Sears, Roebuck and Co. 

3333 Beverly Road 

Hoffman Estates, Illinois 60179 

847/286-2500 

Annual Meeting 

The Annual Meeting of Shareholders of 
Sears, Roebuck and Co. will be held in the 
Rubloff Auditorium at The Art Institute of 
Chicago, 230 South Columbus Drive, between 
Monroe Street and Jackson Boulevard, Chicago, 
Illinois, on Thursday, May 14, 1998, at 10 a.m. 
Chicago Time. 

Investor Information 

Financial analysts and investment professionals 
should direct inquiries to: Investor Relations, 

847/286-7385 

Other Information 

Written requests for information should be 
addressed to: 

Public Affairs 

Sears, Roebuck and Co. 

3333 Beverly Road 
Hoffman Estates, Illinois 60179 

Customer Relations 

847/286-5188 

Home Page 

www.sears.com 


Financial/Shareholder Information 

You may call Sears toll-free at 1-800-SEARS-80 
(1-800-732-7780) for any of the following: 

* Transfer agent/shareholder records 

For information or assistance regarding 
individual stock records, investment plan 
accounts, dividend checks or stock certificates, 
please call the toll-free number above, or write 
our registrar: 

Sears, Roebuck and Co. 

do First Chicago Trust Company of New York 

P.O. Box 2577 

Jersey City, New Jersey 07303-2577 

E-mail address: fctc@em.fcnbd.com 
First Chicago website: http://www.fctc.com 
TDD for hearing impaired: 201/222-4955 

Please use the following address for items 
sent by courier: 

First Chicago Trust Company of New York 
14 Wall Street 

Mail Suite 4680 - 8th Floor 
New York, New York 10005 

Most recent stock price information 

Free copies of the company’s financial reports 
Sears, Roebuck and Co. 1997 Annual Report, 
and interim financial information. 

Audio-cassette tape of the 1997 Annual 
Report, for the visually impaired. 

Form 10-K Annual Report filed with the 
Securities and Exchange Commission. 

Sears, Roebuck and Co. Corporate 
Responsibility Report. 

* Information on Sears Direct Purchase 
Stock Plan 

Prospective shareholders, and shareholders 
whose shares are held by a broker or bank, 
should call 1-888-SEARS-88 (1-888-732-7788). 


The following trademarks and service rruirks appearing in 
this 1997Annual Report are the property of Sears, 
Roebuck and Co. or its wholly-oumed subsidiaries: 
1-800-4-MY-HOME?" Apostrophe,® Brand Central,® 
Canyon River Blues,® Circle ol Beaut)',™ 

Classic Elements,® Craftsman,® Craftsman Club™ 
Craftsman Kids Club,™ Craftsman Professional,™ 

CRB Khakis,™ Crossroads]™ DieHard? Even Wave? 
Fieldmaster? Funtronics,™ The Great Indoors™ 
HomeLife? KidVantage? KidVantage Club,™ 
Kenmore? Laura Scott™ Mosaic,™ Mosaic Woman,™ 
National Tire Warehouse.™ NTB™ NTB National 
Tire & Batter)',™ NTW® Nuestra Genre? Orchard 
Hardware & Garden,™ Orchard Supply Hardware? 
Parts America? Power Snip,® QuickWrench,® 
Satisfaction Guaranteed or Your Money Back™ 

Sears? Sears Auto Centers,™ Sears Best Customer,™ 
Sears Canada,™ Sears Card,™ Sears Direct Purchase 
Stock Plan? Sears Gift Registry,™ Sears Hardware,™ 
Sears HomeCentral™ Sears Home Services,™ Sears 
Mexico™ Sears University™ The Softer Side of Sears? 
Speed-Lok,™ Tire .America? Todo Para Ti? Ultra Wash,™ 
WeatherBeater? Western Auto,® Wish Book® 

© Sears, Roebuck and Co. 1998 
w Printed on recycled paper 
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